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Accountancy Instruction . . . 


IN CLASSES taught by co-operative teachers well qualified academically and 
by practical experience. 

All present classes are now filled and new students are being enrolled 
for the new term beginning on 3rd June, 1957, for the October, 1957, 
examinations conducted by the Institute of Chartered Accountants in Australia 
and by the Australian Society of Accountants. 

Students may enrol for special subjects only or for the complete course 
in either the full-time day classes or the evening classes. 

BY CORRESPONDENCE for students who prefer to prepare for their exam- 
inations by studying in the quiet comfort and convenience of their own homes, 
Correspondence students may enrol at any time and commence their studies 
immediately. 

IN INCOME TAX. Specially prepared texts in which the Income Tax legis- 
lation has been consolidated and annotated with authoritative explanations, 
illustrations and where appropriate, numerical examples, are available. Scores 
of students have expressed unqualified appreciation of the contribution these 
four volumes have made to their examination success. 

The price of the four volumes, without tutorial service, is £5/5/-, post free, 
IN QUICK REVISION through MODEL ANSWERS. The demand for the 
questions and the Answers to previous examination papers has been far greater 
than we anticipated. Consequently some editions are temporarily out of 
stock. The following are still available and orders will be supplied strictly 
in the order received. Please remit by money order, postal notes or by 
cheque if exchange is added (where necessary). 


Stage 1—Accounts and Auditing—October, 1956. 
April, 1956. 
April, 1955. 
October, 1954. 
April, 1954. 
Stage 2—Company Law and Accounts—October, 1956. 
April, 1954. 
Stage 2—Commercial Law A and B (1 Vol.)—October, 1956. 
Stage 3—Advanced Accounts “A”—October, 1956. 
April, 1956. 
Advanced Accounts “B”—October, 1956. 
April, 1956. 
Each of the above PRICE 5/- each, post free. 
Stage 2—Monetary Theory and Practice—October, 1956. 
April, 1956. 
April, 19565. 
October, 1954. 
April, 1954. 
Income Tax Law and Practice—October, 1955. 
April, 1956. 
October, 1955. 
April, 1955. 
Syllabus F, April, 1955. 
Syllabus F, October, 1954. 


Stage 3—Advanced Auditing—October, 1956. 
Each of the above PRICE 3/6d. each, post free. 


Full information covering our educational services 
gladly given free and without obligation upon request. 


A. E. SPECK Commercial College 


138 FLINDERS STREET, MELBOURNE, C.1. 
Phone: MF 4648 
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How Leading Companies 
“Grow Their Own" Executives 
from Promising Employees 


P MANAGEMENT of many companies is 

faced with a shortage of available executives. 
They are searching within the ranks of their own 
organizations to groom promising employees for the 
step-up to executive stature. These companies find 
many successful employees who do their specific 
jobs outstandingly—but lack the broader perspec- 
tive and leadership experience necessary to direct 
projects or manage departments. 


Proved Pian Offers Solution 


Many foresighted companies now find a new ap- 
proach to this problem by “growing their own” 
executives through a successful, proved plan which 
often supplements their own training programmes 
for promising employees. This unique plan is the 
Dale Carnegie training for leadership. In the 
past 44 years, it has perfected remarkably effective 
techniques for developing qualified employees inte 
executives. Thousands of companies in all kinds of 
business are using this plan today—over 138 of 
them in Australia. 


A Survey Tells the Facts 


A survey of 76 industrial firms revealed that almost 

90% of employees who handled their own special 

jobs well did not advance to executive standing for 

these reasons: 

* they lacked the confidence te assume broader 
responsibility 

* they had not developed the ability to express 
themselves convincingly in conference and before 
groups 

* they had little perspective on the problems of 
other departments 

* they didn’t know the techniques of leading 
others. 

The qualifications for leadership that these mea 

lacked, but had potentially, are specifically the ones 

that are developed by Dale Carnegie training. 


A revealing #@pp. handbook, “What the Dele Carnegie Couree ean deo for you", analyses the 
shortcomings that held capable men back from ad and 


What Dale Carnegie Training Does 


Through tested educational and applied psychologi. 
cal techmiques, the Dale Carnegie training brings 
out the best in able employees. . . jolts them out 
of the rut of specialized jobs . . . develops latent 
abilities and attitudes essential for leadership, 


Specifically, here’s what this training does fer 
premising employees: 

Trains them for greater responsibility 

It helps develop the self-confidence they need te 


handle problems outside their specialized field; 
stimulates their ambition to rise through the ranks. 


Trains them to express themselves clearly 
It develops the ability to put their ideas into words 
. . « to get up on their feet and express them con- 
viacingly. This skill alone can make the difference 
betweea @ man who is valuable only in a subordinate 
capacity and one who is qualified for leadership. 


Gives them aa understanding of others 


It stimulates their desire to know about the interests 
and work of people in different departments. This 
broadens their grasp of a company's overal 
operation. 


Trains them te work harmoniously with others 
It helps them get along better with people . . . dea! 
more effectively with superiors, subordinates and 
customers. 


Trains their memory 
It develops their ability to remember names, facts 
ead figures so they are better qualified to mate 
intelligent decisions and solve problems. 
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training can help them devel 


A free cagg is available to YOU . . . just 





write, call er telephone. Ne obligation, of ‘ecerse! 





DALE CARNEGIE INSTITUTE rein 


Effective Speech 
SPONSOR IN AUSTRALASIA 


122 Bank House .. . Bank Place . . . Melbourne 
122 National Mutual Bldg., 293 Queen St., Brisbane 





Human Relations 


. HEMINGWAY ROBERTSON INSTITUTE 





Leadership Training 


122 Barrack House . . 16 Barrack Street . . Sydney 
122 Shell House . . 170 North Terrace . . Adelaide 
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Taxation and State Rights 


Another legal challenge on the 

validity of the Commonwealth’s 

uniform tax powers is shortly 
to be heard, but it is open to question 
whether a decision either way is likely 
to do a great deal to solve the unhappy 
problem of Commonwealth-State finan- 
cial relations. This problem has always 
existed, but it has become acute during 
the last few years. For the Common- 
wealth, inflation has brought higher 
taxation revenues, more than offsetting 
the increased costs of Commonwealth 
services; for the states it has meant 
higher salaries and greater outgoings 
in providing public services, and the 
need to seek continually greater tax 
reimbursements from the Common- 
wealth. The states, of course, are al- 
ways open, rightly or wrongly, to the 
accusation of extravagance. On the 
other hand, the “niggardliness” of the 
Commonwealth—real or imaginary—is 
4 well-worn explanation advanced by 
state governments when resisting de- 
mands for expenditure. 


It seems eminently desirable that a 
measure of independence and financial 
responsibility should be restored to the 
states. Proper accountability demands 
that a government should accept re- 
sponsibility for collecting the money it 
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spends. In the case of Australia, this 
view does not exclude the need for 
special Commonwealth grants to those 
states having lower taxable capacity or 
heavier commitments for expenditure. 


It is a pity, however, that there could 
not have been a more statesmanlike 
approach to a solution of this problem 
than a legal argument over “rights”. 
Ultimately, it is the Australian tax- 
payer who is arguing with himself—a 
singularly fruitless undertaking, which 
could be avoided only if the Common- 
wealth and state governments were pre- 
pared to make a real effort to reach 
agreement on a logical division of tax- 
ing rights. 


Most accountants are only too well 
aware of the administrative problems 
that may follow a return of the states 
to the field of income tax, and of the 
present advantages to the taxpayer 
and his advisers of having a single 
taxing authority. Little thought seems 
to have been given so far to the possi- 
bility that, instead of partially abandon- 
ing the field of income tax, the Com- 
monwealth might surrender one of its 
other taxing powers to the states. An 
attack along these lines might yield a 
more acceptable solution to a very real 
problem. 
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The proposal for “integration” 

of the United Kingdom accoun- 

tancy profession (see “Monthly 
Review”, February) has caused the 
greatest disturbance in the profession 
since the Royal Mail Case. Readers 
will recall that the scheme provides, in 
brief, for the extinction of the Society 
of Incorporated Accountants, and the 
absorption of its members into the 
three chartered bodies of the United 
Kingdom and Ireland. The other major 
U.K. body, the Association of Certified 
and Corporate Accountants, is not 
brought into the scheme. If one is to 
judge by the volume of objections be- 
ing published in the correspondence 
columns of The Accountant, the scheme 
is by no means certain of adoption. 
The main objectors seem to be members 
of the chartered bodies, who dis- 
approve of the admission to their insti- 
tutes of incorporated accountants, 
some of whom—so it is claimed—have 
undergone less rigorous training than 
present chartered accountants. 


Meetings to consider the complicated 
arrangements are being held, and polls 
taken, but it will obviously be some 
time yet before the wishes of all those 
entitled to express an opinion on the 
scheme can be known. 


Australia and the common market in 
Europe 

Surprisingly little has been written 
and said in this country about the pro- 
posal for a common market in western 
Europe. Indications now are that the 
European common market will come 
into being in the comparatively near 
future. If it does, restrictions on the 
movement of capital, labour, currency 
and commodities between the joining 
countries will eventually be almost 
wholly eliminated. The countries that 
seem likely to join the scheme are Ger- 
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many, France, Italy, Holland, Belgium 
and Luxembourg—a group that be 
tween them will create a free-trade 
area with a population as large as 
that of U.S.A. These six countries 
have now reached agreement on a basic 
plan. 

Great Britain’s position in relation 
to the proposed common market is not 
yet quite clearly defined. She is not 
one of the six originators of the plan, 
but obviously some degree of British 
participation in the scheme is logical 
and inevitable. Britain’s position, of 
course, is complicated by her relation- 
ship with the other Commonwealth 
countries. One reads with interest of 
a recently-published British Govern- 
ment White Paper, which is said to 
record the faith of the U.K. Govern- 
ment in the idea of a common market, 
subject to certain safeguards for Brit- 
ain’s special relationship with the Com- 
monwealth. It would be foolish to at- 
tempt any forecast of the implications 
for Australia and New Zealand of the 
common market proposal, while the 
scheme is in its present early stage of 
development. But it is difficult to see 
how Britain, geographically placed as 
she is, could remain outside the com- 
mon market once it was instituted; and 
it is equally difficult to see how, if she 
joined it—even on some basis of lim 
ited participation—the pattern of 
Commonwealth trading relationships 
could remain unaffected. 


Developing trade with Asia 

Related to the possibility of a change 
in the volume and pattern of our tra 
with Britain and Europe, is the desit- 
ability of increasing our trade with 
countries nearer at hand. At a recent 
meeting of the National Packaging 
Association, Sir Douglas Copland 
this to say: 
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“Australia has shown a new aware- 
ness of her geographical position since 
the war, especially in initiating the 
Colombo Plan and in contributing 
within her means to its support. But 
policy has not always been devised with 
this in mind; there have been aberra- 
tions that have strained the develop- 
ment of good relations with the new 
and populous nations that have de- 
veloped in the South East Asia area 
since the war. On the whole, it is a 
good record, and if continued with the 
same vigour as in the past decade, 
should go far to make Australia a 
respected member of the geographical 
area in which her future lies. This 
does not mean that the old ties of senti- 
ment and trade with the United King- 
dom and Western Europe will be 
broken, or that the new ties with the 
United States will not be strengthened. 
On the contrary, to the extent that 
Australia can foster good relations 
with South East Asia she will be con- 
tributing to the strength of the western 
economy as a whole. But she will also 
at the same time build up her own 
export trade. The area to the north of 
Australia is the most populous in the 
world, and it is the area in which the 
greatest increase in population will 
take place in the immediate future. 


“This means that trade with the 
area will expand, and there is no 
reason why Australia should not par- 
ticipate in this expansion to her own 
advantage as well as to the advantage 
of those with whom she has increasing 
trade. This process is already on the 
way, though in a limited degree. It 
would be accentuated if trade with 
China were to be reopened. There is 
little doubt that China is undergoing 
one of her periodic ‘dynastic’ revivals, 
and that her numbers and economic 
foree will bz greater than ever before. 
Qn balance, Australia has much more 
to gaia by making some accommoda- 
tion with China than by blindly fol- 
lowing the lead of others who may be 
able to afford a policy of deliberately 
goring the fate of 600 million people 
and the impact they will make on the 
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world as a whole, and especially on the 
area to which Australia belongs. . . .” 


Accounting for investors 

A distinguished American business- 
man, Mr. Oswald W. Knauth, has some 
pointed comments to make on pub- 
lished financial statements, in the 
January issue of the Journal of Accoun- 
tancy. Describing the practice of com- 
parative analysis as “not only worth- 
less but dangerous”, Mr. Knauth says 
that an accountant may be able to 
make the reports of one company con- 
form to a single system for purposes 
of year-to-year comparison, but he 
cannot make the reports of two or 
three companies comparable with each 
other. Mr. Knauth urges accountants 
to “educate the public to the fact that 
their reports are based on estimates”, 
and to explain fully the degree and 
nature of these estimates. The existing 
confidence of investors in accounting 
procedures may turn to scepticism if 
a serious business crisis should occur, 
he warns, and he recommends that 
accountants should take the following 
steps to dispel the generally accepted 
“exactness” of financial statements: 
(a) reports to be given in round fig- 
ures, stopping with the last signi- 
ficant figure; 
several estimates to be given with 
each report, depending on various 
possible assumptions; 
quarterly or semi-annual reports 
to be prepared in very rough 
round figures; 
costs to be allocated between 
“necessary” and “voluntary”— 
those allocated to the current year, 
and those associated with future 
expansion, technical improvement 
or modernisation. 

Mr. Knauth comments on what he 
calls the “remarkable improvement in 
accuracy and philosophical insight of 
accountants”, but he enjoins accoun- 
tants to prepare reports that readers 
need, rather than confine themselves to 
historic techniques and patterns that 
fail to keep pace with changes in 
business practice, 

“The methods of accountants are 
necessarily rooted in the past,” he says. 


(b) 


(c) 
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“Their reports require continuity and 
similarity, comparable and stable con- 
ditions. They cannot revise their prin- 
ciples with every wind that blows, but 
they also cannot remain unmoved by 
an earthquake. Management feels no 
obligation to ease the problems of 
accountants—rather it is for the ac- 
countants to accommodate their 
methods to the necessity of business. 
The principles and methods of the 
past are constantly found wanting and 
inadequate for the new solutions that 
are constantly required.” 


Tired directors please note 


How would you like to move some 
of your assets to the Bahamas, form a 
company there, and eke out your days 
on a delightful sub-tropical island not 
far from the Florida coast? If the idea 
appeals, you will get plenty of encour- 
agement from the Bahamas govern- 
ment. In fact, a special area known 
as Freeport has been established for 
your convenience. In this refuge, you 
and your company will be free, until 
1985, from income tax, capital gains 
tax, real estate tax, personal property 
tax, excise taxes, customs duties (ex- 
cept on goods for personal consump- 
tion) and tax on bank remittances. 
From 1985 until 2054 there will be 
exemption from excise tax, customs 
duties, and tax on bank remittances. 


The Bahamas, like a number of 
other countries, are in the “tax haven” 
business—an industry that has devel- 
oped as rapidly as the company tax 
rates of most lands have increased. 
Liberia is another country in the busi- 
ness. Few Americans know where it 
is, but a lot of American company 
profits are said to make a brief visit 
there. The qualifications for success 
are stable government, stable and con- 
vertible currency, and an _ absolute 
minimum of taxation. In some coun- 
tries foreigners are given special taxa- 
tion privileges. This seems to be 
mainly an interesting extension of the 
tourist industry, but it is also possible 
that permanent and useful capital will 
be attracted to those countries that are 
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prepared to resist the temptation t 
milk the rich foreigner. 


Our money’s worth 

A table published by the Nationa 
City Bank of New York shows the com. 
parative depreciation suffered by 
various currencies of the world since 
the war. Here Australia shows badly, 
with the £ in 1956 registering only 46% 
of its 1946 purchasing power. Only 
Brazil and Chile are lower in the list 
than Australia, their currencies retain. 
ing 26% and 5% respectively of their 
1946 purchasing powers. Countries 
which have experienced much less infla- 
tion include Switzerland, Germany and 
India, whose currencies retain 86%, 
72% and 72% respectively of their 1946 
purchasing powers. France and Mexico, 
whose currency management is some 
times regarded as less strict than many 
countries, record better figures than 
Australia. 

A later comparison is shown in ap 
article by Professor Downing in “Can- 
berra Comments”. He points out that 
from 1954-55 to 1955-56, our prices 
were moving up by about 5%, which is 
an uncomfortable rate of annual in- 
crease, and faster than experienced in 
that year by Western Germany, USA. 
U.K., New Zealand, Canada or France. 
He points out that, if continued, it would 
halve the purchasing power of our 
currency every 14 years. This would 
still not be as severe as the 1946-56 
decline. 


A point for the pound 

The desirability of changing to 4 
decimal system of coinage has agaiD 
been canvassed in New Zealand and 
Australia. Although many advantages 
can be advanced for the operation of 
the decimal system, there are doubts 
about the possibility of converting Brit 
ish minds and business procedures t 
such an ideal. An interesting and pene 
trating suggestion towards the soll- 
tion of the problem was recently made 
by a visiting American professor— 
appropriately an accountant. He said 
that if the government coined 4 
fifth of a shilling, it would provide a very 
valuable contribution toward making t 
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change possible. When you think out 
the practical difficulties of a change to 
the decimal system, based on our 
present currency tradition of pounds, 
shillings and pence (as it would have to 
be), you see what a strategic contribu- 
tion such a coin would make. 


Closing a gap 

The recent move by the Sydney 
Stock Exchange to bring some of the 
older listed companies into line in 
regard to modern stock exchange and 
Companies Act requirements is to be 
we'comed, especially as the New South 
Wales Companies Act does not enforce 
all such points. It is an attempt to close 
one of the gaps in the guard rail which 
the stock exchanges endeavour to main- 
tain for the protection of investors. The 
gap exists because many of the older 
companies obtained the privilege of 
listing at a comparatively early stage 
of stock exchange development, when 
requirements were less strict than they 
are today. Once having granted quota- 
tin to a company, stock exchanges 
hardly felt justified in suspending 
quotation of well-established concerns 
when they failed to meet the require- 
ments introduced later. This has been 
especially true in respect of some large 
concerns, where withdrawal of trading 
facilities (the ultimate sanction avail- 
able for stock exchanges) would con- 
stitute a serious inconvenience to the 
public. In the case of more recently 
listed companies, the position is safe- 
guarded (but an anomaly created) by a 
clause which requires the company to 
undertake in advance to meet any 
Eeeeents which may be added in 
uture. 


Travel trade balance 


Conferences are often boring for the 
participants who have to digest a large 
volume of matter to extract a compara- 
tively few additions to their own know- 
ledge, Fortunately for the outsiders, 
we have newspaper reporters to under- 
take this painful digestion for us and 
to provide a potted version of the who’e. 
n the course of such a process, we are 
told that the annual conference of the 
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Pacific Area Travel Association was 
informed by Mr. Menzies that Aus- 
tralians spend £22 million a year in 
overseas travel, while visitors spend 
only £6 million a year in our country. 
Apart from the incalculable contribu- 
tion toward the cause of world peace 
which international travel makes, it 
provides good business for a large 
number of people. Clearly, we have 
much to gain in Australia by encourag- 
ing increasing numbers of oversea 
visitors to our shores. It seems hard to 
understand why nine million Austra- 
lians can afford to spend £22 million in 
travelling long distances for holidays 
and business, while the huge population 
of the rest of the world can spend only 
£6 million in travelling to Australia, 
which involves no greater distances, un- 
less it is that the oversea visitors are 
not sufficiently wooed by our salesman- 
ship and facilities. 


Taxes and trade 

The excess of exports over imports 
in the early part of the current financial 
year is providing a welcome increase 
for Australia’s London funds, and much- 
needed relief for the strained liquidity 
of the banking system. It has come 
about through a rise in exports as well 
as a restriction of imports. But the 
latter has had an unhappy effect on 
Commonwealth finances through depres- 
sing customs revenue below the budget 
estimates, Thus the Commonwealth 
may not have as large a budget surplus 
as was hoped, and this could affect the 
amount of funds available to meet com- 
mitments for State Loan programmes. 
Sales tax yield has also been some- 
what lower than expected in the first 
half of the financial year, probably 
because of the drop in new car sales. 
and it will be interesting to see how the 
yield from income tax fares. Of course, 
it is not possible to judge what the 
year’s total for income tax will be until 
the numbers are up. Unlike sales tax 
and customs duties, the income tax flow 
is seasonal, and it is even hinted in 
unofficial quarters that the government 
can influence the total to some degree 
by varying the rate at which assess- 
ments are issued. 
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Favourable investment climate 

It is encouraging to find that the U.S. 
Department of Commerce publication, 
Investment in Australia, makes some 
positive claims for us as a favourable 
avenue for American investment. We 
have for long enough heard that our 
laws and regulations regarding the 
repatriation of oversea capital are a 
discouragement to the oversea investor. 


But this publication explains that oy, 
governments are very favourably dis. 


posed toward the inflow of capital, and 
that we enjoy a high degree of politica) 
stability with substantial regard for 
constitutional methods of government, 
It is even prepared to say “Inflationary 
pressures have been kept within 
manageable proportions except when 
aggravated by strong external inflv- 
ences.” 








RECENT LEGAL DECISIONS 


The “intention” of a company 


In H. L. Bolton (Engineering) Co. 
Ltd. v. T. J. Graham & Sons Ltd., 
[1956] 3 All E.R. 624, G company 
owned land occupied by B company as 
its tenant. The landlord company 
served the tenant company with a 
notice to quit, whereupon the tenant 
company, as permitted by the Landlord 
and Tenant Act 1954 (Eng.), sought 
to establish a new tenancy. The land- 
lord company resisted this, on the 
ground that (in the words of the Act), 
“.. the landlord intends to occupy the 
holding for the purposes . . . of a busi- 
ness to be carried on by him thereon. 
...’ The tenant company seized upon 
the word “intends”, and tried to coun- 
ter the landlord by saying that the 
landlord company had not shown the 
necessary intention. So battle was 
joined on the question: “can a com- 





pany, as an artificial person, ever form 
an intention? And, if it can, in what 
circumstances may the intention of its 
directors be treated as the intention of 
the company ?” 


It is clear that in a physical sense a 
company, as an abstract being, cannot 
go through the mental processes in- 
volved in forming an intention. But 
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L. C, VOUMARD 


the human agents through which a 
company must necessarily act, especi- 
ally in matters of much importance— 
its directors and managers—can well 
form an intention which will be treated 
as the intention of the company. Den- 
ning, L.J. (at p. 630) referred toa 
company as something which can be 
likened to a human body, with a brain 
and a nerve centre to control what the 
company does, and hands to act in aet- 
cordance with the directions emanating 
from the centre. Mere servants of the 
company would, in his Lordship’s view, 
be the hands; the directors and ma-- 
agers are the “brain and _ nerve 
centre.” 


If, then, it could be shown that the 
directors and managers of the landlord 
company had formed an intention, on 
behalf of the company, that the com 
pany should occupy the premises for Its 
own purposes, that would be an answer 
to the tenant’s claim. There had been 
no formal board meeting to reach this 
decision, nor had it been formally re 
corded in any minute, but the dire 
tors of the company entrusted with the 
management of its business had cel- 
tainly arrived at such a decision, 
that was sufficient to satisfy the Court 
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of Appeal that the court below had 
been correct in saying that the com- 
pany did intend to occupy the premises 


I 


Restoration to Register of Companies 


The facts in re Donald Kenyon Ltd., 
(1956] 3 All E.R. 596, were these: The 
company, having ceased to carry on 
business, had been dissolved as a de- 
funct company in 1949. Some nine 
years before that, a mortgagee of cer- 
tain houses owned by the company had 
entered into possession as the only 
means of enforcing his claim. The 
houses constituted the company’s sole 
asset. After 1949, the mortgagee sold 
the houses, and, after satisfying his 
claim, some £2,000 remained. In nor- 
mal circumstances, this would have 
been paid over to the mortgagor com- 
pany, but as that had been dissolved, its 
only surviving member petitioned to 
have the company’s name restored to 
the register to enable it to go into liqui- 
dation, then to receive, and subse- 
quently distribute amongst its contri- 
butories, so much of the £2,000 as re- 
mained after paying the costs of liqui- 
dation. The petition was based on s. 353 
(6) of the Companies Act 1948 (Eng.) 
which contains provisions substantially 
similar to those contained in the Com- 
panies Acts of the several states of 
Australia: cf., Vic. s. 295(6); N.S.W. 
s. 323(6); Qld. s. 299(6); S.A. s. 305 
(6); W.A. s. 296(6) ; Tas. s. 229(6). 


Unfortunately, there were some 
creditors. The claims of some of them 
had become statute barred prior to the 
date of the company’s dissolution, and 
these presented no problem—they were 
out of time, anyway. But it was 
thought that there might be other 
claims which, though not statute barred 
in 1949 when the company was dis- 
solved, had certainly become statute 
barred by the time the petition was 
presented in 1956. The question, there- 
fore, was whether, in the order for the 
restoration of the name of the com- 
pany to the register, there ought not 
to be some words added for the pro- 
tection of this latter class of creditors. 
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There was no direct authority on the 
point. However, the section referred 
to provides that, in the order for res- 
toration of the company, the court may 
make such provisions as will put “all 
other persons in the same position as 
nearly as may be as if the name of the 
company had not been struck off”; bas- 
ing himself on this, Roxburgh, J., 
directed that the period between the 
date of dissolution and the date of re- 
storation to the register should not be 
counted for the purposes of any statute 
of limitations. 


Forgery of drawer’s signature 


In the Victorian case of Adern v. 
Bank of New South Wales, [1956] 
A.L.R. 1210, A and B carried on a busi- 
ness in partnership. They opened a 
joint bank account, and arranged with 
the bank that it would honour cheques 
drawn on that account if signed by 
both partners. 

His personal bank account having 
become overdrawn, B (who managed 
the business side of the partnership 
and therefore had custody of the firm’s 
cheque book) was asked to reduce his 
overdraft. This he did by the simple 
expedient of paying into his own ac- 
count a cheque drawn on the partner- 
ship account. But while he appended 
his own signature to this cheque, he 
forged his partner’s signature there- 
to. Subsequently, other cheques drawn 
on the partnership account were 
honoured by the bank, although in each 
case B had again forged A’s signature. 

By the time all this was discovered, 
B had disappeared without trace, so A 
turned his attention to the bank, which 
he sued for breach of contract. The 
contract, he urged, whereby the bank 
agreed to honour cheques signed by 
both A and B, involved also an under- 
taking by the bank not to honour any 
cheques not so signed; since the 
thirteen cheques concerned had not in 
truth been signed by A (for, by the 
Bills of Exchange Act, a forged or 
unauthorised signature is wholly in- 
operative—s. 29), the bank had failed 
to carry out its obligations under the 
contract, and was thus liable to make 
good the amount of A’s loss. This was 
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put at one-half of the amount of the 
cheques, as the partners had been 
equally entitled to the joint account. 


The English decision in Brewer v. 
Westminster Bank, a case decided in 
1952, was against A, but Martin, J., 
declined to follow it, and upheld A’s 
claim against the bank. 


Restraint of trade 


When dealing with covenants in re- 
straint of trade, the courts are less 
reluctant to enforce covenants between 
parties of equal or substantially equal 
bargaining power than those between 
parties of whom one is in no real posi- 
tion to drive much of a bargain with 
the other. Thus, a restraint imposed 
by a company upon, say, its managing 
director is, other things being equal, 
more likely to be upheld than one im- 
posed by an employer on a mere ser- 
vant. 


This is illustrated by M & S Drapers 
v. Reynolds, [1956] 3 All E.R. 814. 
The defendant had been a sort of a 
freelance salesman in the _ credit 
drapery trade, and had built up a con- 
nexion with customers of various em- 
ployers. When he joined the plaintiff 
firm, these customers, or most of them 
anyway, became customers of the plain- 
tiffs. 

After two and a half year’s service 
with the firm, the defendant entered in- 
to a written service agreement in which 


he undertook, amongst other things, tha 
he would not, for five years after legy. 
ing the plaintiff's employment, ca, 
vass or solicit orders by way of th 
business of a credit draper from an 
persons whose names had been jp. 
scribed in the firm’s books as a cy 
tomer during the three years immedi. 
ately preceding the termination of his 
employment, and on whom he had 
called in the course of his duties ag, 
salesman for the plaintiffs. 

The defendant left the firm’s em. 
ploy, but failed to observe the term 
of this undertaking, and the firm sued 
to enforce it. It was for them, 
plaintiffs seeking to enforce a cove. 
ant in restraint of trade, to show that 
the covenant was reasonable, and to do 
this they argued that they had a pr 
prietary right which they were @ 
titled to protect—that is, they were er- 
titled to take steps to prevent their 
existing customers from being enticed 
away. This was true, but against it 
had to be balanced the effect of the re 
straint upon the defendant. In th 
end, and taking the view that the cov- 
enant as a whole was too wide in point 
of time, as it involved that the defer 
dant, a salesman, should accept what 
Morris, L.J., spoke of as “a period of 
five years’ banishment from particular 
doorsteps”, the Court of Appeal unaii- 
mously dismissed the appeal. The cor- 
sequence was then that the covenant in 
restraint of trade was unreasonabl, 
and therefore void, and unenforceabl 
against the defendant. 





Letters to the Editor 


The Editor, 
SIR, 

In the February 1957 issue, an in- 
teresting article appears on the “Sum- 
of-the-years-digits’” method of calcu- 
lating depreciation. The implication of 
the article appears to be that this 
method is unknown in Australian 
accountancy literature. 

I should like to point out that, al- 
though the specific term “sum-of-the- 
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years-digits” was not used at the time 
the method was set out on pp. 137-80 
Intermediate Accounting, edited by 
Professor Sir Alexander Fitzgerald 
which was published in Australia 2 
1948. In the second edition of ths 
book, published under the title Accou* 
ting Stage I, it appears at pp. 1444. 
L. GOLDBERG ‘ 
Senior Lecturer in Accountin 
University of Melbourne 
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The Principles of Executorship Ac- 
counts, by H. A. R. J. Wilson, F.C.A., 
FS.A.A: Second edition, pp. xii + 
158 H.F.L. (Publishers) Ltd. Lon- 
don. 15/s stg. 


This book aims at giving Inter- 
mediate students an introduction to 
the subject of Executorship Accounts. 
The title is rather misleading as the 
greater part of the text is devoted to 
law relating to executors and trustees. 


The introductory chapter consists 
mainly of definitions and it is consid- 
ered that the book would have been 
far more valuable to students if this 
chapter contained a more comprehens- 
ive introduction to the subject. For 
this reason, chapter 3 which deals with 
Wills, Intestacy, Personal Representa- 
tives, Probate, etc. could quite well have 
— Chapter 2 dealing with estate 
uties, 


Chapter 4 explains the preparation 
of the accounts of the executor from the 
point of opening up the books of ac- 
count, and other chapters cover topics 
such as the distribution of the estate, 
legacies, the duties of executors and 
trustees, and equitable apportionments. 
From the student’s viewpoint, the main 
criticism is that there are insufficient 
worked examples of sufficiently high 
standard and comprehensiveness. 


_ As this book is based on English law 
it is not suitable for Australian condi- 
tions. For example, the section deal- 
ing with the sale and purchase of in- 
vestments cum div. is quite different 
from the law and practice in Australia. 
Under English law no apportionment 
of proceeds or purchase price is made, 
the idea being that “the rules are 
founded on a desire of the Courts to 
free executors from the trouble and 
expense of making meticulous calcula- 
tions.” Other matters of importance 
to Australian students, such as pas- 
tral and rural estates, are not treated. 
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The book is well produced and should 
prove useful to students and practi- 
tioners working under English law. 

E. B, SMYTH. 


Income Tax Principles by H. A. R. J. 
Wilson, 2nd ed. H.F.L. (Publishers) 
Ltd. London. 1955. pp ix + 163. 
12/6 stg. 


This book’s aim of presenting clearly 
to students, the elements of the U.K. 
tax law is fulfilled. Advising the stud- 
ent to approach the subject with an 
open mind and a sense of humour, the 
author warns “one common cause of 
the wrong approach is the human de- 
sire to go into details before mastering 
principles” (p. 1), to which one could 
add, concentrating on contemporary 
controversy before foundations. 


By giving an overall summary, the 
first chapter is of general interest, 
while the rest of the book discusses 
with illustrations, the provisions of the 
U.K., tax law as at about September 
1955. This book would interest those 
Australians who compare U.K., and 
Australian tax laws with a view of 
suggesting technical improvements to 
the latter, such as the adoption of some 
aspects of the U.K. treatment of losses. 


KEITH G. JONES. 


Guide to Business Management by 
Austin Donnelly, with Foreword by 
Sir Alexander Fitzgerald; Butter- 
worth, Sydney 1956, pp xiv + 288. 


This book aims to provide up-to-date 
information and trends on five parts 
of business management, namely gen- 
eral management, office and financial 
management, accounting and auditing, 
cost and management accounting, and 
selling. The author stresses the neces- 
sity to go beyond a particular special- 
ised viewpoint, in dealing with broad 
problems. The book attempts to cater 
for both the executive and the student. 
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As a guide and not as a handbook or 
treatise, this aim is achieved. 


In the foreword, Sir Alexander Fitz- 
gerald describes the art of successful 
management as “not merely a matter 
of techniques or of the selection of effi- 
cient technical officers. It is much more 
a matter of organization of resources 
(men, materials, and money), of the 
preparation of co-ordinated plans for 
the attainment of the objectives of an 
enterprise and of control of day-to-day 
activities of the organization in accord- 
ance with those plans and with the 
long-range policies of the business.” 


Part I, General Management, opens 
in a brisk, interesting manner, with a 
discussion of the potential savings 
from a study of methods. After a 
chapter on Staff Selection and Training 
comes Employee Relations, in which the 
relationship of methods and wage in- 
centives is clearly set out. However, 
. there is no mention of profit-sharing 
nor of issuing shares to employees 
either for cash or as a bonus, e.g., in 
the form adopted in 1955 by Imperial 
Chemical Industries Ltd. Following 
Customer Relations comes a chapter 
on The Basis of Management, which 
stresses the importance of a clear policy 
and of organization. 


Part II, called Office Management 
and Financial Management, covers such 
topics as financing, development (both 
financial and physical resources), office 
procedures, stationery, machines, 
credit control and insurance. Stress is 
laid on the need to insure on the basis 
of replacement costs, though this pro- 
cedure is disliked by some insurance 
companies. Thus the chairman of the 
New Zealand Insurance Company, at 
the 1955 annual meeting of sharehold- 
ers, expressed concern “at the trend to- 
ward making provision for the replace- 
ment of out-of-date buildings and plant 
through additional insurance cover.” 
It was, he said, “unsound in principle 
that any loss or disaster should place 
a particular firm in a better position 
... and “it may introduce an element 
of careless housekeeping . . .” 
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Accountants would be interested par. 
ticularly in Part III, Accounting an 
Auditing. This section covers control, 
in which the author stresses the neces. 
sity to take into account unnoticed 
liabilities, such as outstanding orders 
for goods: “The commitments of 
become the liability of tomorrow.” (p, 
123). It is of interest to note that 
F. Stones in Ozford Economic Papers, 
July 1952, advocated that balance 
sheets should disclose maintenance 
accrued, orders outstanding on capital 
account, estimated expenditure on capi- 
tal account during the following year, 
and estimated total cost of all capital 
schemes sanctioned (pp. 128-9). 


A form of records suitable for smal] 
professional practices, is shown in the 
section Recovery of Chargeable Dis. 
bursements. Budgeting and _ financial 
statements, with the need for prompt 
preparation, come next. The practice 
of showing comparative figures of the 
previous year only, and of the classi- 
fication of bank overdraft as automatic 
ally a current liability, is criticised. 
The use of separate comparative state 
ments, containing figures for several 
years, and of the classification, where 
appropriate, of bank overdraft as a 
non-current liability is advocated. 


Part IV, Cost Accounting and Man- 
agement Accounting, contains two 
chapters: one on integrating cost and 
financial accounting; the other strongly 
advocating the use of direct costing: 
“Nearly always you will find that the 
less a person has thought about direct 
costing the more he will oppose it” (p. 
231), though the need for other data is 
stated. In the last sentence on p. 236, 
the word “that” is misleading and 
should be replaced by the words “ur 
less they”. 

The last part, Selling and Market 
ing, contains some interesting obser- 
vations, particularly on human relé 
tions. A comprehensive index co? 
cludes the book. 

The guide is worthy of wide circult- 
tion. The contents should be of inter- 
est not only to Australians. Written 
in a crisp style, it is a readable and, 
in the main, non-specialised, b 
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coverage Of business management, 
while at the same time, it avoids being 
a trite survey. Many of the ideas ex- 
pressed can be applied to private life. 
Appropriately, in a guide there is very 
little documentation. As well as meet- 
ing Professor Fitzgerald’s test for a 
management book, namely presenting 
a balanced picture of the desirable 
ways of using management tools, the 
book is objective and, where contro- 
yersial issues are raised, several sum- 
marised arguments are presented. 


KEITH G. JONES. 


Mathematics of Finance by Paul M. 
Hummel and Charles L. Seebeck, Jr.; 
2nd ed., 1956; McGraw-Hill Book Co., 
Inc.; pp. xi + 372; $4.75. 


This book is mainly about compound 
interest and annuities, 


Despite the rather forbidding title, 
the mathematics is not heavy: a know- 
ledge of algebra up to school Leaving 
standard will see the reader through 
nine of the twelve chapters. 


The serious student will find here 
all he wants to know about methods of 
calculating instalment payments, bond 
yields, sinking fund contributions, and 
the like, presented in easily assimil- 
able form, and supplemented by 105 
pages of tables. However, the volume 
is designed as a textbook, not as a 
reference book, and the casual enquirer 
would have difficulty in finding the 
right table to help him solve a particu- 
lar problem, without first reading 
through about half the book. 


The chapter on Depreciation de- 
scribes the principal methods very 
fully, but gives only a cursory outline 
of the underlying accounting theory. 
Among the methods described is the 
sum-of-the-integers method. As it com- 
bines heavy initial write-off with ulti- 
mate extinction of the book value of 
the asset, it has won considerable popu- 
larity in the United States, where it is 
approved by the taxation authorities. 


The concluding chapter provides an 
introduction to the problems of life 
assurance and the use of mortality 
tables. 

F. K. WRIGHT. 





GOVERNMENT ACCOUNTING 
AND MANAGEMENT CONTROL 


F. K. WRIGHT, B.Com., F.C.A.A. 


R. R. L. MATHEWS has enriched 

accounting literature by his com- 
prehensive and lucid survey of the 
reforms required in our government 
accounts if they are to fulfil their three- 
fold purpose of providing for account- 
ability, management control, and social 
accounting.? 


On one important point, however, Mr. 





1. R. L. Mathews, “Government Accounts and 
Social Accounting”, Australian Account- 
ant, January, 1957, p. 55. 
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Mathews seems to have been unduly 
dogmatic. He asserts that “the major 
reforms necessary to permit efficient 
management and clear reporting may 
. . . be introduced without departing 
substantially from the cash basis of 
accounting.” 

That statement, in my opinion, needs 
considerable qualification. 


Classification of departments 
Few will disagree with Mr. Mathews 
in his advocacy of commercial accounts 
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for the trading departments of govern- 
ment. Even the highly conservative 
Crick Committee favoured this, (though 
for some obscure reason it wished to 
perpetuate the cash accounts of the 
Postmaster-General) .? 

Again, it may be readily conceded that 
functional accounting on a cash basis 
would answer all reasonable managerial 
needs in purely administrative depart- 
ments, where the bulk of the expendi- 
ture is on salaries, and where stocks, 
liabilities and depreciable assets are 
negligible.’ 

But there is an intermediate category 
of government department, neither 
trading nor purely administrative, for 
which commercial accounts cannot be 
prepared, yet cash accounts are quite 
inadequate. The defence departments 


fall into this category, along with one 
or two others. 

The inadequacy of cash accounting for 
the control of defence expenditure was 
recognised in England some forty years 
ago, and this recognition led to the 
British Army Cost Accounting Experi- 


ment 1919-25. Mr. Mathews thinks it 
was unfortunate that the first depart- 
ment chosen to implement the new 
scheme of accounts should have been 
the Department of War; yet it was 
precisely in this department that new 
methods of accounting and of mana- 
gerial control were most needed! 


Accounting for managerial control 


Effective control over expenditure by 
government or large-scale _ private 
enterprise must be based upon a know- 
ledge of the cost of carrying out each 
operation or project. This knowledge 
is needed for several purposes, and at 
several levels of management. 


At the policy-making level, the costs 
of alternative programmes—as well as 
their relative desirability—must be con- 


2. Final Report of the Committee on the 
Form of Government Accounts, H.M.S.O. 
1950, paras. 121 and 56. 

. United Nations Department of Economic 
Affairs, Government Accounting and 
Budget Execution, U.N. publication, 1952, 
p. 16. 
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sidered, to ensure that the available 
funds will be spent to the greatest 
advantage, At the administrative level, 
project costs are necessary to allocate 
responsibility for good or bad perform. 
ance. At the operational level, cogt 
information is needed to choose between 
> apna ways of doing a particular 
job. 


Now the case for accrual accounting 
in government rests “on the funda- 
mental principle that the attention of 
management at all levels should be 
focused on all resources applied to the 
programme rather than only those 
obtained, or to be obtained, from current 
appropriations.”* In other words, if 
Cabinet asks for the cost of carrying 
out a particu‘ar programme, it should 
be told the total cost, not merely the 
cash outlay; the administrator assess- 
ing the performance of an operating 
division should take into account 
changes in the stocks and liabilities of 
the division, and depreciation of the 
assets held by it; the field officer should 
know, and be responsible for, the value 
of stores drawn by him and the cost of 
equipment and services supplied to him. 


All this information, necessary for 
efficient management, cannot be ob- 
tained “without departing substantially 
from the cash basis of accounting.’ It 
can be obtained only by accrual account- 
ing. 


Of course, it does not follow that the 
adoption of accrual accounting by a 
particular department will automatic- 
ally result in economies and in more 
efficient management. To achieve this 
result, two other things are needed: a 
desire to manage more efficiently, and 
skill in using accounts for that purpose. 
If these two things are present at the 
top of the administrative tree, they can 
be developed, in time, throughout the 
organisation, If they are not to be found 
at the top, however, the best accounting 
system in the world is doomed to 
ineffectiveness and failure. 





4. W. F. Frese, “Development of Accounting 
for Management in the Federal Govern- 
ment,” The _ Illinois Certified Public 
Accountant, Autumn, 1955. 
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CONCISE, ACCURATE and of exceptional CLARITY 
GUNN & O’NEILL’S 


GUIDE TO 
COMMONWEALTH INCOME TAX 


EIGHTH EDITION, 1957. 
BY 
J. A. L. GUNN, F.A.S.A., & R. E. O’NEILL, F.A.S.A. 
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TAXATION REVIEW 


R. E. O'Neill, F.A.S.A. 


Questions and Answers in Parliament 


Taxation of mining industry 

Mr. CLARK (Darling, N.S.W.)—I ask 
the Treasurer whether his attention has 
been drawn to the report by Mr. Dick- 
inson, of the South Australian Mines 
Department, on the great development 
of mining that has taken place in 
Canada as a result of that country’s 
policy of granting taxation concessions 
to new mining ventures. In view of 
the importance of mining in Australia 
and the prospects of producing great 
national income from it, will the Trea- 
surer consider bringing down taxation 
amendments to give immediate encour- 
agement to new mining ventures? 


Sm ARTHUR FADDEN—The report to 
which the honorable member refers has 
been received by me and has been sub- 
jected to close and detailed examina- 
tion by my officers. The taxation of 
the mining industry is to some extent 
parallel in the two countries. It is 
true, of course, that Canada makes 
some allowances which are not granted 
by Australia. It is true, also that some 
of the allowances provided in Australia 
to the mining industries are not pro- 
vided in Canada. On a balanced assess- 
ment of conditions prevailing in the 
two countries, I do not think that Aus- 
tralia lags behind Canada in offering 
tax concessions as incentives to in- 
creased mining production. (13 Sep- 
tember 1956). 


Contributors to medical benefits schemes 


Mr. Costa (Banks, N.S.W.)—By 
way of explanation of a question to the 
Treasurer I point out that, for the pur- 
poses of allowable income tax deduc- 
tions, subscriptions to superannuation, 
life assurance and medical benefits 
schemes are grouped on the income tax 
return form, and that the maximum 
amount for which claims for such al- 
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lowable deductions can be made is £200. 
Is the Treasurer aware that, when the 
former Minister for Health introduced 
the National Health Bill into the Par- 
liament, he told the House that sub- 
scriptions to medical benefits funds 
would be free of tax? As the subscrip- 
tions paid by many taxpayers for the 
purposes covered by those grouped 
items in the list of allowable deductions 
exceed £200 a year, will the Treasurer 
see that the items are ungrouped on 
the return form, so that the promise 
made by the former Minister for Health 
may be honoured? Will the Treasurer 
also review the rates of allowable de- 
ductions in respect of superannuation 
and life assurance contributions, with 
a view to increasing their standards, 
thus giving encouragement to thrifty 
citizens who are contributing in order 
to be able to support themselves after 
their retirement from work, and will 
thereby save the nation the expenditure 
of a great deal of money in the payment 
of social services? 

Sir ARTHUR FADDEN—The honorable 
member’s question concerns a matter 
of policy which will be considered in 
due course. 

The above question was asked in the 
House of Representatives on 14 March 
1956. The income tax law has since 
been amended by Act No. 101 of 1956 
to authorise as a separate deduction 
payments of amounts to medical or hos- 
pital benefit funds. Furthermore the 
maximum deduction for superannua- 
tion etc. contributions has been in- 
creased from £200 to £300—Ed. 


Workers’ compensation payments 
MR. CLAREY (Bendigo, Victoria)—I 
preface a question, addressed to the 
Treasurer, by stating that the present 
taxation laws require the deduction of 
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income tax at the time of payment of 
wages. The laws governing workers’ 
compensation do not make such provi- 
sion regarding tax payable on compen- 
sation payments. I ask the Treasurer 
whether he is willing to initiate legis- 
lation to amend the taxation laws, so 
as to provide that injured workers re- 
ceiving compensation shall have their 
tax deducted at the time compensation 
is paid to them. 


Sir ARTHUR FADDEN—I shall be very 
pleased to consider the matter raised 
by the honorable member. (21 March 
1956.) 


Superannuation for self-employed 
persons 


SENATOR HANNAN asked the Minister 
representing the Treasurer, upon no- 
tice— 

1. Is it a fact that, in the current 
British budget, the Chancellor of the 
Exchequer has put forward proposals 
to end, in part, one of the anomalies of 
the British taxation system, by intro- 
ducing legislation designed to assist 
self-employed professional men, such as 
accountants, barristers, solicitors and 
doctors, and also small self-employed 
traders and businessmen, to obtain the 
benefits of superannuation schemes 
through taxation remissions in respect 
of moneys paid as premiums on de- 
ferred annuity insurance policies? 

2. Is it a fact that hitherto the bene- 
fits of superannuation have been con- 
fined to employees? 

3. As it is not possible under the 
present taxation rates in Australia for 
the self-employed person to save suffi- 
cient to provide himself or herself with 
an income upon retirement, will the 
Minister investigate the possibility of 
introducing legislation on similar lines 
to that proposed in the current British 
budget? 

SENATOR SPOONER—The Treasurer 
has supplied the following answers to 
the honorable senator’s questions: 

1. As part of the 1956 United King- 
dom Budget, a measure of relief from 
income tax and surtax was made avail- 
able to self-employed persons in respect 
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of premiums paid to provide annuities 
on retirement. The following extract 
from the Budget speech delivered by 
the Chancellor of the Exchequer on 17 
April 1956 describes the proposals re. 
ferred to. The Chancellor said: 

I propose to give effect, though in a simpli- 
fied, and modified way, to the recommenda- 
tions of the Second Millard Tucker Committee 
on relief to the self-employed in respect of 
provision for retirement. This will grant 
relief from income tax and surtax, within cer. 
tain limits, in respect of premiums paid to 
provide a deferred annuity on retirement. The 
relief will apply to professional men in prac- 
tice, to individuals and partners in businesses 
which are not companies, to controlling diree- 
tors of companies and finally, to employees 
who are not entitled to any benefit under 
schemes set up by their employers. It will be 
a condition of relief that the benefits secured 
by the premiums shall be payable as annuities 
and not as lump sums. 


2. The relevant provisions of the 
United Kingdom legislation were sum- 
marised by the Millard Tucker Con- 
mittee as follows :— 

32. Relief is 
circumstances: 

(a) in respect of premiums paid by a 

individual who has made an assurance 
on his own life or the life of his wife, 
or in respect of premiums paid by a 
wife out of her separate income on an 
assurance on her own life or the life af 
her husband: in the case of an a 
surance effected after 22 June 1916, 
however, no relief is due unless a capl- 
tal sum is payable on death, whether 
combined with other benefits or not; 

in respect of premiums on life assurance 
policies or deferred annuity contracts 
made (whether before or after 22 June 
1916) in connection with any super 
annuation or bona fide pension scheme 
for the benefit of (i) the employees of 
any employer, (ii) persons engaged in 
any particular trade, profession, voc 
tion or business, or (iii) the wile 
widow, children or other dependants of 
any such employee or person (we refer 
to this particular relief in more detail 
in Chapter 3); 
in respect of premiums paid by an indi- 
vidual who, before 23 June 1916, took 
out an assurance policy which, though 


allowable in the following 
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technically a policy of life assurance on 
his or his wife’s life, did not provide a 
capital sum on death, such as a pure 
endowment policy or (during the period 
of deferment) a deferred assurance 
policy, or contracted for a deferred 
annuity on his own life or the life of 
wife; 

in respect of payments made by an 
individual who is required under an Act 
of Parliament or under the terms of his 
employment to make contributions to- 
wards a deferred annuity for his widow 
or provision for his children after his 
death. 


3. This subject has been exhaustively 
examined and there has been an ex- 


change of letters between the Treasurer 
and several organisations representing 
such self-employed taxpayers as barris- 
ters and solicitors, medical practitioners 
and accountants in private practice. As 
a result of this correspondence, the view 
has been expressed on behalf of the 
organisations that the United Kingdom 
proposals would not provide a sufficient 
or satisfactory measure of relief in Aus- 
tralia and that the existing Australian 
legislation which permits the benefits 
to be taken by the taxpayer, whether 
employee or self-employed, in the form 
of either a lump sum or an annuity or 
both, accords with the wishes of the 
overwhelming majority of taxpayers. 
(1 November 1956). 





NOTES ON SELECTED TAX CASES 


D. C. Wilkins, B.Com., A.A.S.A. 


What is income? 

The Income Tax Assessment Act 
makes no attempt to define “income” 
as such, although the definition of in- 
cme from personal exertion lists 
various Classes of income, and numerous 
provisions of the Act state what “the 
assessable income of a taxpayer” shall 
inlude. On some occasions, therefore, 
itis necessary for Courts or Boards of 
Review to consider, amongst other 
things, whether a benefit accruing to a 
person represents income according to 
the ordinary usages and concepts of 
mankind. 


Such a problem was considered by 
the Board of Review in 6 C.T.B.R. 
(N.S.) Case 16. 


Briefly, the facts were these: The 
taxpayer managed his father’s property 
(which adjoined his own) for which he 
was paid £4 per week. The father died, 
and by his will appointed the taxpayer 
and his brother trustees of his estate. 
The will directed that the trustees were 
‘o continue the farming business, that 
they should have the right to purchase 
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part or all of the estate property, and 
that the taxpayer should be entitled to 
continue farming his late father’s 
property and be entitled to reasonable 
remuneration. In fact, he continued to 
receive £4 per week for managing the 
property. 

Subsequently, a deed of family 
arrangement and release was entered 
into, under which the taxpayer retired 
from the trusteeship, and was to pur- 
chase from the estate 256 acres for 
£5,120. The deed stated that this price 
was £2,560 below its true value, and that 
the land was to be sold to him at this 
figure in full satisfaction of any claims 
he might have against the estate for 
executor’s commission and additional 
remuneration for his management of 
the estate property. 

The Commissioner assessed the tax- 
payer on the amount of £2,560 as 
“remuneration as trustee of the estate”, 
and supported the assessment on the 
ground that the amount by which the 
purchase price of the land fell short of 
its true value was tantamount to a sum 
received in lieu of remuneration. 





SELECTED TAX CASES 
The Board held that the advantage, 


if any, gained by the taxpayer as a con- 
sequence of the purchase of the property 
was not for or in relation to any employ- 
ment of or services rendered by him, 
and was not in any sense the equivalent 
of a loss of income he would otherwise 
have derived under his father’s will. 
Rather it arose from the forfeiture or 
compromise of his rights under the 
will, Accordingly, the benefit accruing 
to him was not income in ordinary 
parlance. 


Property acquired for re-sale 

The application of that part of s. 
26(a) of the Income Tax Assessment 
Act which refers to profit arising from 
a profit-making undertaking or scheme 
was discussed in these notes (January 
1957) on the case of Producers and 
Citizens’ Co-operative Assurance Co. 
Ltd. v. Federal Commissioner of Taza- 
tion (1956), 30 A.L.J. 315. 

The other “leg” of the section, relat- 
ing to profit arising from the sale of 
property acquired for the purpose of 
profit-making by sale, was considered 
in the case of Pascoe v. Commissioner 
of Taxation (1956), 30 A.L.J. 402. 


A syndicate of three purchased 
a property in a main city street for 
£34,000, and sold it nine months later 
for £48,000. The Commissioner assessed 
the taxpayer on his interest in the 
profit made on the sale of the property, 
on the ground that it had been acquired 
for re-sale at a profit. 

In evidence, the members of the 
syndicate stated that the property had 
been purchased as an investment, as a 
“nest egg” for their families, and that 
it was later sold because the annual net 
return was only £162, because they were 
disturbed by “adverse publicity” result- 
ing from proceedings they had taken 
to increase the rent, and because they 
felt disinclined to continue to own what 
was virtually a “slum property”. 

The syndicate members were direc- 
tors of a motor sales company, and it 
was provided by the articles of the 
company that on the death of any of 
the three directors, the surviving direc- 
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tors were to have the option of purchgs. 
ing his shares. The taxpayer and om 
of the other two directors had take 
out an insurance policy on the life of 
the third director (who was expecta 
to die first) for £12,000; the amount 
required to purchase his shares wa; 
£50,000. 


It was established that the value of 
the property lay in the site, and that 
the members of the syndicate wer 
aware that its value would be likely tp 
increase within a short period after the 
purchase. As an _ investment, the 
property would be profitable only if the 
existing buildings were demolished and 
a new building erected, and although 
the syndicate members stated that this 
was their ultimate intention, no action 
had been taken or enquiries made whieh 
would support this contention. 


On the evidence, Fullager J. concluded 
that the property had been purchased 
for resale at a profit, and confirmed the 
inclusion of his share of the profit in 
the taxpayer’s assessable income. 


Reasonable retiring allowance 


In deciding whether a contribution to 
a superannuation fund which exceeds 
the greater of £200 or 5 per cent. of the 
employee’s remuneration should be 
allowed as a deduction, the Commis 
sioner has to be satisfied, firstly, that 
there are special circumstances which 
warrant a greater allowance, and then 
he fixes an amount which in his opinion, 
is reasonable. 

What is reasonable is often difficult 
to determine, and the Board of Review 
has found it necessary, on a few occas 
ions, to substitute its opinion for that 
of the Commissioner. 

6 C.T.B.R. (N.S.) Case 18 was col 
cerned with such a problem. A Noh 
private company created a_ retiring 
benefit fund for its general managet, 
who had served the company in that 
capacity for the previous twenty-five 
years. 

The fund was non-contributory, ani 
consisted of fixed endowment policies 
the life of the manager which would 
provide him with £7,500 at his retire 
ment, which was expected to take piace 
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in ten years, or at his death before 
retirement. To make this provision the 
company paid annual premiums of £760. 


The manager’s average annual salary 
and bonus for the previous seven years 
was £3,000. His shareholding in the 
company was small. 


The Board pointed out that in 
determining what is a reasonable con- 
tribution, the method usually adopted 
is to fix a reasonable retiring allowance 
(or pension if that is the case) and then 
to calculate the annual contribution 
necessary to provide such an allowance. 
The length of the employee’s past ser- 
vice, his prospective service, his worth 
to the employer, and the nature of the 
duties performed, are factors which are 
considered. 


The general manager’s annual salary 
was £2,500; a regularly declared: bonus 
brought this figure to his average re- 
muneration of £3,000. The Board was 
of the opinion that if the reasonable 
retiring allowance is to be calculated 
with reference to his remuneration, such 
a bonus, if an incident of such remu- 
neration, should be taken into account. 


By majority, the Board held that the 
retiring allowance of £7,500 (two-and- 
half times his average remuneration) 
was reasonable in amount, and conse- 
quently the full premium of £760 should 
be allowed as a deduction to the com- 
pany, 


Benefits flowing from profession 


In 1937, the board of management of 
a hospital in England took out an 
endowment assurance policy for the 
benefit of an “honorary” on its medical 
staff. The board paid the premium, and 
the arrangement made was that the 
members should receive the guaranteed 
sim assured on reaching the age of 
sixty years or the surrender value of 
the policy (or an agreed proportion 
nt) if he resigned after ten years’ 

rvice. 


Later, the total annual “recognition” 
of the doctor’s service was increased 
to include the premium on the policy, 
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and the amount in excess of the pre- 
mium was paid to him in cash. 


Then in 1947, after nationalisation, 
the honorary entered into a new con- 
tract, no further premiums on the policy 
were paid by the hospital board, and 
the policy was assigned to the member. 


The case of Temperley (Inspector of 
Taxes) v. Smith, [1956], 3 All E.R. 92, 
considered the question whether the 
value of the policy, assigned to the 
medical practitioner, formed part of the 
profits of his profession as a doctor. 


The taxpayer stated that he did not 
join the medical staff with a view to 
obtaining “any professional or pecuni- 
ary advantage’’, and contended that the 
benefit of the policy to him did not arise 
from an “organised seeking after emolu 
ment” but that it was more in the 
nature of a testimonial paid to him by 
the hospital board. 


The English High Court considered 
that the test to be applied to the receipt 
of a benefit such as this was the charac- 
ter in which the recipient takes it; that 
is, if the benefit came to him by virtue 
of his office or his profession or voca- 
tion, and not as a mere present, it 
should be liable to tax. It was held, 
therefore, that as the taxpayer’s ser- 
vices at the hospital were within the 
scope of his profession, the value of the 
policy was taxable. 


It is no doubt beyond question that a 
medical practitioner would not take a 
position on a_hospital’s “honorary” 
medical staff in the course of 
“organised seeking after emolument”’. 
The question of motive would not arise, 
however, if a similar problem were con- 
sidered under Australian tax law. For 
Section 26(e) of the Income Tax 
Assessment Act operates to include in 
assessable income “the value to the 
taxpayer of all allowances, gratuities, 
compensations, benefits, bonuses and 
premiums allowed, given or granted to 
him in respect of, or for or in relation 
to any employment of or services 
rendered by him’’, Thus, a very wide 
net is cast, which is more specific than 
the comparable provisions of the Eng- 
lish Act. 
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A Superannuation Plan for 


the Self-Employed 


J. A. L. Gunn, C.B.E., F.A.S.A. and 


RACTISING doctors, solicitors, ac- 
countants and other professional 
men, as self-employed persons, can 
make provision for themselves and their 
dependants under s. 82H of the Income 
Tax Assessment Act. That section 
allows a concessional deduction of, 
inter alia: 

(a) premiums paid for insurance on 
the life of the taxpayer or his 
spouse or child; 
premiums paid for insurance 
against sickness of the taxpayer 
or his spouse or child; 
premiums paid for insurance 
against personal injury or acct- 
dent to the taxpayer or his spouse 
or child; 
sums paid for a deferred an- 
nuity or other like provisions for 
the taxpayer’s wife or child; 
payments for the personal bene- 
fit of the taxpayer or his spouse 
or child made to a superannua- 
tion, sustentation. or widows’ or 
orphans’ fund. 


Until and including income year ended 
30 June 1956 the aggregate of the de- 
ductions allowable to a taxpayer under 
s. 82H was £200 in respect of any one 
year of income. For income year ended 
30 June 1957 the aggregate maximum 
deduction under s. 82H has been raised 
to £300. The usual way of taking ad- 
vantage of the £300 concessional de- 
duction is to acquire life assurance poli- 
cies. But this excellent class of invest- 
ment is not available to all professional 
men. Some, through early poverty, 
have been unable to acquire life assur- 
ance policies until too late; others, 


(b) 


(c) 
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through serious illness, may be uninsur- 
able even at an early age. 


Relief for these classes of person 
can be provided by the creation by deed 
of a superannuation fund to which a 
member can make annual deductible 
contributions. The trustees of the fund 
invest these contributions in shares and 
other securities. The income derived 
from these investments is re-invested 
by the trustees. When a member re 
tires his share of the fund including 
the accumulated income is paid to him 
in a lump sum, or if he dies before 
retirement his benefit is paid to his 
dependants. 


The income of a superannuation fund 
for self-employed persons is exempt 
under s. 23(ja) where the number of 
persons (except dependants) entitled 
to receive benefits from the fund is 
not less than twenty at any time during 
the year of income. Also, the terms 
and conditions of the fund must be 
approved by the Commissioner. 

The essential feature of the invest- 
ment fund is that contributions by part- 
ners are voluntary. An account is kept 
for each member. His contributions 
and his share of annual income are 
credited to that account. The annual it- 
come derived from the investments of 
the fund is apportioned among members 
on the basis of their credit balances at 
the beginning of each year (except m 
respect of the first year of the fund, 
when the apportionment is made with 
reference to the members’ balances om 
the last day of that year). 

The second feature of the above I- 
vestment fund is that the deed, by its 
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A SUPERANNUATION PLAN 


express terms, evidences that the fund 
js a genuine superannuation fund. To 
vary slightly a well-known legal maxim: 
it is not enough to be virtuous; one 
must parade one’s virtue. As an ex- 
ample, a member is not entitled to be 
paid out until he reaches sixty-five 
years, even if he retires from the firm 
before that age. An exception is made 
where the reason for the retirement 
from the profession is permanent ill- 
health or incapacity. 

If a member is forced to continue in 
chains after sixty-five years, he may 
persevere with his contributions to the 
fund, or he may cease to make further 
contributions after sixty-five and leave 
his interest in the fund until the date 
of his actual retirement. On the other 
hand, he may withdraw from the fund 
at any time after sixty-five on giving 
one month’s notice. 


We are of opinion that the lump sum 
paid to the member on retirement, or 
to his executors on death, is a non- 
assessable capital receipt. 


As previously stated, in order to gain 
exemption of the income of the fund 
it will be necessary for self-employed 
persons to form a group of at least 
twenty members. In fact, it is desir- 
able that the membership should exceed 
twenty so that it will not fall below that 
number should a member die or retire 
during the year. The group could be 
as large as that established by a pro- 
fessional association; it could consist 
of residents of a town, members of a 
club, or tenants of a building. Failing 
the establishment of such a group, mem- 
bers will have to suffer the price of 
Income tax on the income of the fund. 
For example, if the total investments 
of the fund amounted to £10,000 and 
the yield was about 6 per cent., the in- 
come of the fund, say £600 per annum, 
would be taxed under s. 99 as if it 
were the income of an individual. Tax 
on £600 amounts to £39 12s. 


Now, the investment fund has a 
grave defect. Should a member be cut 
down by death’s untimely frost, the 
Value of his interest in the fund will 
be quite inadequate to provide for his 
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dependants unless he has been a mem- 
ber for many years and has been able 
to make substantial contributions. But 
in the early stages of a professional 
career, when multifarious demands are 
ever encroaching on the limited supply 
of income, it is difficult, nay often im- 
possible, to make such substantial con- 
tributions. It is in those early stages 
a member needs that protection which 
the investment fund cannot give. 


A solution of the problem is provided 
by the establishment of a fund which 
combines the benefit of both an invest- 
ment and a life assurance plan. Under 
this plan each member decides on a 
minimum predetermined lump sum 
benefit on retirement or death. This is 
secured by taking out an annual dimin- 
ishing life assurance cover sufficient, 
together with his interest in the invest- 
ments of the fund, to provide at any 
time at least the minimum predeter- 
mined benefit. 


The annual life cover secured under 
the investment-assurance plan differs 
materially from an endowment or whole 
life assurance policy. The annual life 
cover is simply a life assurance policy 
for one year. If a member dies during 
that year the amount secured under the 
cover is paid to the trustees of the fund 
for distribution to the dependants of 
the member. If the member survives 
the year any benefit under that year’s 
cover automatically disappears; a new 
cover is taken out for each succeeding 
year until death or the attainment of 
sixty years of age when the life assur- 
ance ceases. 


The assured sum diminishes each year 
by equal instalments until it reaches 
vanishing point at sixty years, so that 
the premium per £100 diminishes pro 
tanto. On the other hand, as the as- 
sured grows older the rate of premium 
increases. However, it is thought that 
life assurance companies would prefer, 
for the sake of simplicity, to quote an 
even annual premium as is done in the 
case of ordinary life assurance policies. 


The following table shows the annual 
premium necessary to provide a sum 
assured commencing at £5,000, which 
sum is reduced by equal annual reduc- 
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SCHEDULE A. 


es 





4) 
3 (4) Balanes 
(2) (3) (4) Balance Income - es : (6) Sum 
DA ; Contribution Preaw Invested @ from a (> Life Payable if 
(1) Age Year ‘to Fund y BY 5% p.a. iInvest-  ,men over A Died at 
Cover 4 mont End of End of Year 


Year 





—————__ 


£300 £10 £290 £14 £304 £5,000 £5,304 
300 10 (7) 594 29 (7) 623 4,857 5,480 
300 10 913 45 958 4,714 5,672 
300 10 1,248 62 1,310 4,571 5,881 
300 10 1,600 80 1,680 4,428 6,108 
300 10 1,970 98 2,068 4,285 6,353 
300 10 2,358 117 2,475 4,142 6,617 
32 300 10 2,765 138 2,903 3,999 6,902 
33 300 10 3,193 159 3,352 3,856 7,208 
34 300 10 3,642 182 3,824 3,713 7,587 
35 300 10 4,114 205 4,319 3,570 7,889 
36 300 10 4,609 230 4,839 3,427 8,266 
37 300 10 5,129 256 5,385 3,284 8,669 
38 300 10 5,675 283 5,958 3,141 9,099 
39 300 10 6,248 312 6,560 2,998 9,558 
40 300 10 6,850 342 7,192 2,855 10,047 
41 300 10 7,482 374 7,856 2,712 10,568 
42 300 10 8,146 407 8,553 2,569 11,122 
43 300 10 8,843 442 9,285 2,426 11,711 
44 300 10 9,575 478 10,053 2,283 12,336 
45 300 10 10,343 517 10,860 2,140 13,000 
46 300 10 11,150 557 11,707 1,997 13,704 
47 300 10 11,997 599 12,596 1,854 14,450 
48 300 10 12,886 644 13,530 1,711 15,241 
49 300 10 13,820 691 14,511 1,568 16,079 
50 360 10 14,801 740 15,541 1,425 16,966 
51 300 10 15,831 791 16,622 1,282 17,904 
52 300 10 16,912 845 17,757 1,139 18,896 
53 300 10 18,047 902 18,949 996 19,945 
54 300 10 19,239 961 20,200 853 21,053 
55 300 10 20,490 1,024 21,514 710 22,224 
56 300 Nil 21,814 1,090 22,904 567 23,471 
57 300 Nil 23,204 1,160 24,364 424 
58 300 Nil 24,664 1,233 25,897 281 
59 300 Nil 26,197 1,309 27,506 138 
60 300 Nil 27,806 1,390 29,196 Nil 
61 300 Nil 29,496 1,474 30,970 Nil 
62 300 Nil 31,270 1,563 32,833 Nil 
63 300 Nil 33,133 1,656 34,789 Nil 
64 300 Nil 35,089 1,754 36,843 Nil 
65 300 Nil 37,143 1,857 39,000 Nil 


£12,300 — £310 + £27,010=£39,000 + Nil=—£39,000_ 


—— 


25 
26 
27 
238 
29 
30 
31 


CHOnNawirwnw- 











Notes 
(1) Age at birthday nearest to date of entry. A was born on 10 October 1932, 
so that he reached 25 years on 10 October 1957. He entered the fund on 1 
sul 308, so that A’s 25th birthday is the nearest to the date of his entry 
e fund. 
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(2) It is assumed that A makes a steady annual contribution to the fund of £300 
until he retires at 65. The contribution is made at the beginning of each year. 
The annual premium for a commencing cover of £5,000 ayable by a member 
who enters the fund at a date nearest to his 25th birth y is £10 vide Table. 
The premium will be payable until the anniversary of the commencing date 
nearest to A’s 55th birthday. After that the premiums cease. 
The balance of £290 for the first year represents the contribution of £300 
made at the beginning of the year less the premium of £10. The yield at 5 
per cent. per annum is stated throughout in even pounds by dropping shillings. 
Thus the balance of A’s Investment Fund at the end of the year is £304 (£290 
plus £14). The usufruct of £14 is reinvested at 5 per cent. per annum at the 
beginning of the second year. 
The commencing life cover of £5,000 is reduced each succeeding year by equal 
sums until on the anniversary of the commencing date nearest to A’s 60th 
birthday the assurance ceases. The annual reduction in the life cover is 
therefore £143:— 

£5,000 (initial cover) 
= £143 (to nearest £). 





60 (cessation of cover) — 25 (age at entry) = 35 
The annual premium of £10 is payable for only 30 years, i.e. until the anniver- 
sary of the commencing date nearest to A’s 55th birthday (not his 60th birth- 
day). A pays no premium for the last five years, i.e. from his 55th to his 
60th birthday. The diminishing cover continues until the anniversary date (1 
July) nearest to his 60th birthday when it vanishes. 
£5,304 represents the balance of A’s Investment Fund at the end of the first 
year £304 plus the initial life cover of £5,000. 
The amount available for investment at the beginning and end of the second 
year is 

Balance of investment fund at end of first “and ska acs £304 

Second year’s contribution .... .... _ ee £300 


Less annual premium .... .... .... .... . 10 
— 290 


Amount available for investment at meg tighe of second 
year £594 


Add usufruct second year £594 @ 5% Ee. cad bs: RS 29 


Amount available for investment at end of second year £623 





—_ 
ou 


tions until on the anniversary of the 
commencing date nearest to the mem- 
ber’s sixtieth birthday the assurance 
ceases. The annual premium will be 
payable until the anniversary of the 
commencing date nearest to the fifty- 
fifth birthday. 


Age nearest Annual Premium 
birthday per £5,000 

£ s. d. 

9 0 


_ 
oO 


a ee 
aIonaj»oac»c 


_ 


Son ooo uo 
eooocooocococeoc]eocooococo 


on 


If a person became a member of a 
fund on, say, 1 July 1956, and his near- 


0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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est birthday anniversary was 80 Sep- 
tember, 1956, when he attained forty 
years, the annual premium for a life 
cover of £5,000 would be £21 5s., vide 
above table. The premium of £21 5s. 
per annum will be payable until 1 July 
1971, being the nearest anniversary 
date to the member’s fifty-fifth birth- 
day on 30 September 1971. On the 
other hand, the sum assured is reduced 
each year by £250: 

£5,000 
60 (cessation of cov er) — 40 (age at entry) 


Thus, on 1 July 1971, (after which 
the premiums cease) the sum assured 
is reduced by annual reductions of £250 
to £1,250 (£5,000 — (£250 x 15)). 
For the next five years the sums assured 
are reduced as follows, but no premiums 
are payable for those years:— 

1972 £1,000 
1973 £750 
1974 £500 
1975 £250 
1976 Nil 

Thus, on 1 July 1976 (being the anni- 
versary of the commencing date nearest 
to the member’s sixtieth birthday, 30 
September 1976) the life assurance 
cover vanishes. 

The reason for not spreading the even 
premiums over the last five years is 
to protect the life assurance company; 
otherwise there would be a temptation 
to abandon the life assurance plan in 
those years because of the small amount 
of life cover. 

Schedule A provides a detailed ex- 
ample illustrating the above table. The 
example relates to a member whose age 
nearest to the date of his entry to the 
fund was twenty-five years. He de- 
cided to secure an initial life cover of 
£5,000. 

A entered the fund on 1 July 1957, 
and became twenty-five on 10 October 
1957. He became sixty-five on 10 Octo- 
ber 1997. He thus made forty-one con- 
tributions of £300 each to the fund— 
1 July 1957 to 1 July 1997, both years 
inclusive. He retired on 30 June 1998, 
when he was entitled to be paid £39,000, 
being the total of his investment credit 
on that date. 





= £250 
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The above example has been worked 
out on the footing that A will contri. 
bute the sum of £300 per annum t 
the fund during the period of his mem. 
bership, the sum being the presen} 
maximum deduction for income tax pur. 
poses. The example illustrates that for 
a total premium expenditure of £319 
the taxpayer has secured a substantia] 
life assurance cover throughout the 
first few years of membership when his 
investment fund would have been jp. 
adequate for the needs of his depend. 
ants in the event of his death at an 
early age. Also the remainder of the 
total outlay of £12,300, all of which had 
been allowed as a deduction in A’s jp. 
come tax assessments, has yielded at 
5 per cent. compound interest the sum 
of £27,010, which is exempt from in. 
come tax under s. 23(ja) if the condi- 
tions imposed by that paragraph are 
satisfied. The final balance of £39,00) 
is considered to be receivable by A 
completely free of income tax. 

The rates quoted in the table are 
much lower than those relating to indi- 
vidual endowment and whole life poli- 
cies where the policy holder, or his 
estate, benefits by way of reversionary 
bonuses in addition to the sum assured. 
Moreover, such low rates as those shown 
in the table could only apply where the 
fund consisted of a considerable nun- 
ber of members, for example, a fund 
instituted by the Australian Society of 
Accountants for the benefit of its mem- 
bers. 

The combined investment-assurance 
plan is completely flexible. In a lean 
year, or a year of disastrous expendi- 
ture through illness, marriage, the ac- 
quisition of a home and such other 
tribulations as young practitioners suf- 
fer, A could reduce his contribution to 
the fund to a sum sufficient to pay the 
premium on his cover for that year. 
Indeed, it could be arranged for the 
trustees to pay the premium and debit 
the amount thereof to the member’ 
investment credit. 

In conclusion, the plan has not for- 
gotten the aged and uninsurable. They 
may enter the contemplated fund, but 
the whole of their contributions will be 
invested in income-producing securities. 
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A paper presented at the Port Pirie Conven- 
tion of the Australian Society of Accountants, 
South Australian Division, in May, 1956. 


The Response of South Australian Companies 
to the Post-War Inflation 


J. McB. Grant and R. L. Mathews 


Scope of the enquiry 


ARLY in 1955 a research group of 

the Australian Society of Accoun- 
tants was formed to study the effects 
of inflation on company profits and 
fnances. The group was to work in 
co-operation with members of the De- 
partments of Economics and Com- 
mercial Studies in the University of 
Adelaide, who some time previously 
had commenced a programme of re- 
search involving a study of theoretical 
and statistical aspects of the problem 
of inflation in relation to company ac- 
counts. The purpose of the university 
enquiry was to assess the effects of in- 
fation on aggregate Australian com- 
pany profits and capital structures, and 
to show what action should have been 
taken by companies to counteract these 
effects. The joint Australian Society 
of Accountants—University project, on 
the other hand, was undertaken with 
a view to ascertaining what action, if 
any, was actually taken by a limited 
group of companies in response to in- 
flation. This paper presents the re- 
sults of the joint project, which took 
the form of a questionnaire enquiry 
directed to all South Australian pub- 
lic companies (other than financial 
companies) listed on the Stock Ex- 
change. 


The questionnaire procedure 


In June, 1955, a questionnaire was 
sent to the secretary of each company, 


under cover of a letter explaining that 
the reason for the enquiry was to as- 
certain: “(a) the action taken by com- 
panies to counteract the effects of in- 
flation; (b) the additional amounts (if 
any) that should have been set aside 
out of profits to provide for increases 
in the replacement costs of fixed assets 
and stocks during each accounting 
period since 1945-46.” The question- 
naire contained a number of questions 
designed to throw light on these prob- 
lems. Where the reply related to a 
group of companies controlled by a 
holding company, the secretary was 
asked to supply consolidated figures. 


Most of the information sought was 
of the kind that public companies in 
some countries, e.g., the United King- 
dom, are obliged to disclose in their 
published reports to comply with statu- 
tory requirements. However, it was 
emphasised that replies would be re- 
garded as strictly confidential, and that 
the group was interested not in the 
results of individual companies, but in 
aggregate figures for all companies. 
To ensure secrecy, a code number was 
placed on each questionnaire sent out, 
the key being known only to the con- 
venor of the group. The name of the 
company was not included on the ques- 
tionnaire, and an assurance was given 
that it would not be inserted after the 
questionnaire was returned; nor was 
it necessary for the return to be 
signed. 





This paper represents the results of work done by a research group of the Australian 
Society of Acccuntants working in co-operation with members of the Departments of 
conomics and Commercial Studies of the University of Adelaide, and the authors acknow- 
ledge their debt to the other members of the group: Messrs. A. R. Gilligan, H. L. Harri- 


son, G. R. Kerr, C. G. Parkinson, C. G. Pritchard and P. G. 
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COMPANIES AND INFLATION 


Professional and trade associations 
were asked to support the project, which 
was publicised in the official journals 
of the Australian Society of Accoun- 
tants (Australian Accountant), the 
Adelaide Chamber of Commerce (Trade 
Digest), and the South Australian 
Chamber of Manufactures (Journal of 
Industry). The Council of the Cham- 
ber of Manufactures recommended that 
members who had received the ques- 
tionnaire should answer it. In Novem- 
ber 1955, a follow-up letter was sent to 
those companies from which no re- 
sponse had been received, indicating 
how the questions might be answered 
and offering the assistance of a mem- 
ber of the group if desired. Finally, 
members of the group personally inter- 
viewed the representatives of a num- 
ber of companies and helped them to 
complete the questionnaire. 


It was decided to include only com- 
panies listed at the beginning of 1951. 
Of seventy-eight such companies, 
twenty-two completed and returned the 
questionnaire, and ten companies in- 
dicated that they were unwilling to 
do so for policy reasons. Two other 
companies which returned the ques- 
tionnaire were excluded from the 
sample because of inadequacies in the 
information provided. The following 
industrial distribution suggests that 
the companies included in the sample 
are reasonably representative of the 
major industrial groupings of South 
Australian public companies: 


Total 
Industrial Group Companies Replies 
Manufacturing .. .. .. 3 9 
Wholesale and Retail 
oo) eee ee 32 8 
| eS ee 10 3 
78 20 


The size distribution of companies 
in the sample is not so representative 
of the population of companies, al- 
though small, medium and large com- 
panies are all included. The relatively 
small number of companies in the 
sample means that aggregate figures 
are significantly affected by the figures 
of the larger companies. For this 
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reason the results given below should 
be regarded as a general indication of 
the pattern of action, and not as a pre. 
cise measurement of the magnitudes 
involved. Subject to this qualification, 
the sample of companies replying to 
the questionnaire may be regarded as 
large enough and sufficiently represen. 
tative to enable the purposes of the jp. 
vestigation to be achieved. 












Financial effects of inflation 

As a background to the results of 
the questionnaire enquiry, it is desir. 
able to have information relating to 
profit figures and changes in financial 
structure of the twenty companies com- 
prising the sample. This is provided 
in Table 1, which summarises profits 
and sources and uses of funds of the 
twenty companies, during the period 
1945-6 to 1953-4, as disclosed in their 
published reports. 

Since we are primarily concerned 
with the effects of inflation resulting 
from rising replacement costs of fixed 
assets and stocks, the sources and uses 
table has been so designed as to em- 
phasise capital formation (i.e., invest- 
ment in fixed assets and stocks) as the 
predominant use of funds. Sources of 
funds may be divided into three main 
groups as follows: 

(a) internal funds from operations, 
comprising company savings or 
undistributed profits (item 3) 
and depreciation allowances 
(item 4); 
new issues of shares and deber- 
tures (item 5) ; 
net borrowing (mainly short 
term), comprising increases Il 
dividend provisions (item 4), 
increases in tax provisions (item 


































(b) 
(c) 








7), and other net borrowing 
(item 8). The item “Other ne @ 8 
borrowing” reflects movements 





in bank, investments, accounts 
receivable and accounts payable 
Because of incomplete data in the 
published accounts, individual item 
for some companies, e.g., tax pr 
visions, have been estimated. Other 
figures, eg., depreciation allowance, 
have been derived from the questil- 
naire returns when not disclosed in th 
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COMPANIES AND INFLATION 


published reports. Because of new 
listings the figures for different years 
are not strictly comparable; they re- 
fect increases in the company popula- 
tion as well as expansion within com- 
panies. In some cases, also, changes 
in the financial structure of companies 
as revealed in the Table may be ex- 
plained by the results of one or two 
large companies. Despite these limita- 
tions, however, Table 1 may be re- 
garded as a reasonably accurate por- 
trayal of the sources and uses of com- 
pany finance during the period. The 
main features of the table are remark- 
ably similar to the characteristics of a 
sources and uses table which has been 
constructed, on the basis of taxation 
statistics, to record changes in sources 
of funds and capital formation of all 
Australian companies.! 


These features may be summarised 
briefly as follows. The growing finan- 
cial requirements of companies are 
clearly illustrated by the figures for 
capital formation, which reflect both 
expansion in the volume of fixed assets 
and stocks, and rising replacement 
costs. To finance this capital forma- 
tion the twenty companies substan- 
tially increased their savings by 
ploughing back profits into reserves, 
and except for two years relied 
heavily on new issues of shares and 
debentures. In the earlier years sav- 
ings of the twenty companies were very 
low relative to the savings of Aus- 
tralian companies generally, mainly be- 
cause many of the South Australian 
companies were in an early stage of 
development. New capital raised by 
the twenty companies, on the other 
hand, was relatively high for the same 
reason. 





1. See “The Effect of Inflation on Com- 
pany Profits and Financial Structures”, 


Economic Record, May 1956 (article by 
J. McB. Grant and R. L. Mathews). 





SOURCES OF FINANCE AND CAPITAL FORMATION 


Twenty South Australian Public Companies 
(£ thousands) 


1945-6 1946-7 1947-8 1948-9 1949-50 1950-1 


Sources of Finance 


1. Disclosed compan 


profits .. 731 


426 504 


3 
2.Taxes and dividends 
nn ic «5 =< 


403 431 545 


1951-2 1952-3 1958-4 


876 1335 1856 1962 1892 2461 


616 907 1244 1329 1307 1284 





186 
146 
529 


3.Company savings .. 23 73 


4. Depreciation allow- 
ey Va hee’ de 
5.New issues of shares 
and debentures . .. 
6. Additions to dividend 
provisions .. .. .. 19 39 
Additions to tax pro- 
| (ag SI i 4 47 
& Other net borrowing 
(+) or net lending 


189 
327 


585 1177 
236 500 423 602 
469 1120 802 356 7 
35 30 68 94 
93 é 5 —27 57 


612 633 


400 


260 428 





Total funds available . 








Capital Formation 
%.Gross investment in 
ed assets .. .. .. 

0. Increase in stoc 

I ste oe 





Total capital formation 
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Despite heavy reliance on internal 
funds and new issues, however, the 
twenty companies found it necessary in 
almost every year to borrow substan- 
tially in order to finance their capital 
formation. Table 2 shows the relative 
importance of the different sources of 
finance, and highlights the growing in- 
debtedness of the twenty companies 
during the period. Some of the fluc- 
tuations in the item “Other net bor- 
rowing” in Table 1 can be explained 
by changes in dividend and tax pro- 
visions; for example the net lending of 
£464,000 in 1950-1 was brought about 
largely by increased bank balances 
held with a view to meeting the in- 
creased tax liability. In Table 2 atten- 
tion is concentrated on the changes in 
the major groups. 


ventional accounting methods and ip. 
flation. 

In the light of the foregoing analysis 
of the effects of inflation on the finances 
of the twenty companies, let us now 
consider the action actually taken by 
the companies in response to the in- 
flation. Although it would seem that 
such action was inadequate, there igs 
plenty of evidence that most companies 
were aware that a problem existed, and 
took steps to deal with it. Many com. 
pany chairmen, for example, drew at- 
tention to the “capital erosion” prob- 
lem in their annual reports to share. 
holders. How did they try to solve 
the problem? 


THREE APPROACHES TO THE PROBLEM 
OF ACCOUNTING FOR INFLATION 

In the vast array of literature on the 

subject of rising price levels in relation 





SOURCES OF FINANCE OF TWENTY SOUTH AUSTRALIAN COMPANIES 
(£ thousands) 


1945-6 
Internal . 172 
New issues . 269 
Borrowing .. 42 


1946-7 
262 332 496 
327 529 469 
415 313 28 


1947-8 1948-9 1949-50 1950-1 1951-2 


1952-3 1953-4 Total 
1008 1779 6907 
355 7 3909 
228 1812 6074 


1133 
802 
3145 


713 1012 
30 1120 
178 —87 





483 1004 1174 993 


921 2045 5080 1592 3598 16890 








TABLE 2 





The only year in which companies 
were net lenders on balance was 1950-1 
(when new capital issues were particu- 


larly high) and this situation was 
dramatically reversed in the following 
year. The continued increase in short- 
term borrowing over such a long period 
graphically illustrates the financial dif- 
ficulties experienced by the twenty com- 
panies as a result of the inflation. It is 
true that the total funds provided were 
used partly for real expansion, but the 
growth of short-term indebtedness can 
only be explained satisfactorily by re- 
ference to the continually rising replace- 
ment costs of fixed assets and stocks. 
In order to finance the expanding 
volume of assets at higher prices, the 
twenty companies had to supplement 
internal finance and new capital rais- 
ing by means of heavy short-term bor- 
rowing. The consequent deterioration 
in their financial position is a typical 
result of the combined effects of con- 
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to accounts, it is possible to distinguish 
three main approaches to the problem. 
These we may describe as the revalua- 
tion approach, the creation of secret re- 
serves, and the allocation of profits to 
disclosed reserves. 


The revaluation response to inflation 


The revaluation approach envisages 
the adjustment of profit statement and 
balance sheet figures in accordance 
with an index reflecting price level 
changes. As originally outlined by 
H. W. Sweeney in 1936, this approach 
involves the conversion of every item 
appearing in the profit statement and 
balance sheet into current values, by 
means of a general index of purchasing 
power.2 Usually it is suggested that 
the adjusted figures should be pre 
sented in the form of supplementary 





2. See Stabilized Accounting, Harpers (New 
York). 
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statements to the final accounting re- 

rts, but some proponents of the re- 
valuation approach would incorporate 
the adjustments in the books of account 
themselves. Variations of the pro- 
cedure have been suggested whereby 
partial revaluations, i.e., revaluations 
of selected items such as fixed assets, 
are to be carried out while continuing 
to record most of the profit statement 
and balance sheet items at their his- 
torical values. In applying revaluation 
procedures, it is necessary to decide 
whether to use a general price index, 
ie, an index of purchasing power, or 
specific indexes reflecting the, price 
changes of individual items. In gen- 
eral, advocates of the total approach 
favour the use of general indexes, 
while suggestions for partial revalua- 
tions are usually associated with the 
use of specialised indexes. 


The revaluation approach to infla- 
tion has received support from influen- 
tial quarters; for example the Ameri- 
can Accounting Association’s Commit- 
tee on Accounting Concepts and Stan- 
dards has recommended the presenta- 
tion of comprehensive supplementary 
statements which show how price 
fluctuations have affected business in- 
come and the financial position as dis- 
closed in the accounting reports. The 
Committee suggested further that: 


The effects of price fluctuations upon finan- 
cial reports should be measured in terms of 
the over-all purchasing power of the dollar— 
that is, changes in the general price level 
as measured by a general price index. For 
this purpose, adjustments should not be based 
on either the current value or the replacement 
costs of specific types of capital consumed. 

The measurement of price level changes 
should be all-inclusive; all statement items af- 
fected should be adjusted in a consistent man- 
her. 


A partial revaluation technique, in- 
volving the revaluation of fixed assets, 


_. 





% “Price Level Changes and Financial 
Statements”, Supplementary Statement 
No. 2 of the American Accounting Asso- 
ciation’s Committee on Concepts and 
Standards, reprinted in Accounting Re- 
vew, October 1951. 
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stocks and other “current assets physi- 
cally absorbed in the actual operation 
of business”, has been suggested by the 
Taxation and Research Committee of 
the (English) Association of Certified 
and Corporate Accountants, working 


in co-operation with economists from 
The Economist Intelligence Unit.* Pro- 
posals for partial revaluation are, how- 
ever, usually confined to fixed assets. 


In practice, revaluation procedures 
have been widely used whenever infla- 
tion has been particularly severe. In 
Germany after the 1914-18 war, for 
example, the rapid depreciation of the 
mark rendered meaningless accounting 
reports prepared on the conventional 
basis, and it was usual for companies 
to issue a second set of reports in 
which all items were “stabilised” or 
“equalised” in terms of the gold mark 
(or sometimes in terms of a foreign 
currency). The stabilised accounts 
were prepared on the basis of current 
values (converted into gold marks) in- 
stead of historical values, and when 
hyper-inflation developed the process 
of revaluation became a day to day 
affair. Revaluation of fixed assets on 
a once-for-all basis was permitted for 
tax purposes in France in 1930 and in 
Belgium in 1947, while after the 1939- 
45 war both France and Italy issued a 
series of orders or laws governing the 
use of revaluation (or revalorisation 
as it was called) for tax purposes. 
Revalorisation was applied to fixed as- 
sets, securities, and certain other assets 
(but not to stocks) in France, and to 
fixed assets (and in special circum- 
stances stocks) in Italy. The pro- 
cedure employed was to write up asset 
values by reference to official coeffi- 
cients measuring the price rise since 
date of purchase. Special revaluation 
reserves were created as a counterpart 
to the increase in asset values, and in 
certain circumstances these reserves 





4. See Accounting for Inflation, Gee & Co., 
1952. 
“Effects of Inflation on German Accoun- 
tancy”, by H. W. Sweeney, Journal of 
Accountancy, March, 1927, as reported 
in Accounting for Inflation (op cit.) 
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could be incorporated in paid-up capi- 
tal. Subsequent depreciation allow- 
ances (for tax purposes) were calcu- 
lated on the basis of the revalued fig- 
ures. 


Revaluation in Australia has usually 
been confined to freehold land and build- 
ings, and has been carried out on a 
once-for-all basis. The writing up of 
asset values has usually been accom- 
panied by the creation of asset revalua- 
tion reserves or by a bonus share issue 
to equity shareholders. No reductions 
in taxes were achieved by Australian 
companies which employed the techni- 
que, and usually they did not intend re- 
valuation to be a means of increasing 
depreciation allowances with a view to 
providing funds for the ultimate re- 
placement of assets. The reasons for 
the revaluations carried out by Aus- 
tralian companies seem rather to have 
been: 

(a) the desire to protect existing 
equity shareholders prior to the 
raising of additional funds in the 
capital market; 

(b) the view that asset values should 
be made more “realistic’”—per- 
haps to influence share market 
values and thereby thwart pos- 
sible take-over offers; 
the psychological and political 
advantages resulting from the 
fact that future earnings would 
be related to more reasonable 
figures for shareholders’ funds. 


Although accountants generally do 
not favour revaluation procedures as a 
means of counteracting the effects of 
inflation on company accounts, there is 
little opposition to the view that re- 
valuation may sometimes be desirable 
for special purposes. The Institute of 
Chartered Accountants in England and 
Wales has suggested that the writing 
up of fixed assets may be “appropriate 
and desirable in certain special cir- 
cumstances, such as where a subsidiary 
is acquired and the assets are written- 
up to reflect the cost to the acquiring 
company, or where subscriptions for 
new capital are invited on the basis of 
a current revaluation of the assets. 
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Apart from such special purposes, the 
writing up of assets appears to be suit. 
able only for the readjustment of all 
balance sheets by government action 
as part of a process of stabilising a cur. 
rency”’.® 


Creation of secret reserves 


The second main approach to the 
problem of rising price levels in rela- 
tion to accounting procedures involves 
the creation of secret reserves. It is 
argued that since accounting profits 
(as conventionally determined) over- 
state real income available for distri- 
bution, profits should be written down 
by means of undisclosed transfers to 
secret reserves. This may be done in 
several ways. Firstly, the depreciation 
charges made in the profit statement 
maybe increased by undisclosed 
amounts, i.e., depreciation may be “ac- 
celerated”’. 

Secondly, capital expenditure may be 
written off against revenue during the 
year in which the expenditure is in- 
curred, and not amortised over the life 
time of the asset. Thirdly, closing stock 
values may be written down below cost 
by undisclosed amounts, thereby in- 
creasing cost of goods sold and redue- 
ing disclosed profits. Corresponding 
to the reduction in profits resulting 
from the application of these three pro- 
cedures, there is a reduction in the 
balance sheet values of fixed assets or 
stocks, as the case may be. The fourth 
method of creating secret reserves, on 
the other hand, offsets the reduction in 
profits with fictitious increases in lia 
bilities. Thus profits may be written 
down by providing for liabilities or 
“contingencies” that do not exist, eg, 
by making excessive provision for I- 
come tax liability. 

It would be possible to apply the 
secret reserve approach objectively, 
e.g., by basing charges for depreciation 
and cost of goods sold on current 
values instead of historical cost, and 
reducing balance sheet values of fixed 
assets and stocks by the amounts of the 





6. Recommendations on Accounting Pri 
ciples, XV, “Accounting in Relation to 
Changes in the Purchasing Power ° 
Money”. 


The Australian Accountant, March, 1951. 
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additional charges recorded in the pro- 
fit statement. Usually, however, the 
creation of secret reserves is carried 
out haphazardly and without regard 
to the influence of inflation on indi- 
vidual items in the accounting state- 
ments. Irrespective of the particular 
technique adopted, however, the secret 
reserve approach suffers from the fol- 
lowing serious disadvantages: 


(a) The logic of the profit measure- 
ment process in accounting is 
destroyed, and the distortion of 
profits and balance sheet values 
makes the final accounting state- 
ments meaningless. 


The creation of secret reserves 
makes it impossible for share- 
holders and investors to assess 
the efficiency of management. 
Both profits and funds employed 
are understated, and it is im- 
possible to determine the profit- 
earning capacity of the com- 
pany or the efficiency achieved 
in the use of funds. 


The understatement of profits 
and assets distorts share market 
values, which cease to reflect ac- 
curately the real earning power 
of the company and the real 
value of its net assets. The 
practice of creating secret re- 
serves therefore provides oppor- 
tunities for misrepresentation 
and fraud through the manipu- 
lation of share values.’ 


The only justification advanced for 
the secret reserve approach seems to be 
that shareholders cannot be trusted to 
permit the retention of disclosed pro- 
fits on a sufficient scale to counteract 
the effects of inflation. In view of the 
dominating position of directors in the 
matter of dividend distributions, how- 





7. For a full discussion of the disadvan- 
tages arising from the creation of secret 
reserves, see “The Responsibilities of 
Management in Relation to Shareholders 
and Investors”, address by R. L. Mathews 
to the University of Adelaide Summer 
School, 1956. The published proceedings 
of the School, Business and Society, are 
available on request from the Registrar 
of the University. 
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ever, this argument need not be taken 
seriously. It is neither desirable nor 
necessary to conceal the accounting 
procedures employed in response to in- 
flation. 


In general, the secret reserve ap- 
proach has received little official sup- 
port from professional bodies of ac- 
countants, although one particular 
technique (which involves the crea- 
tion of secret reserves) has been re- 
commended occasionally as a means of 
making disclosed profit figures “more 
realistic” without departing substan- 
tially from the historical cost basis of 
accounting. This is the last-in-first- 
out (LIFO) method of stock valuation 
which two English professional bodies 
(the Society of Incorporated Accoun- 
tants and the Association of Certified 
and Corporate Accountants) have re- 
commended should be regarded as a 
generally acceptable method of calcu- 
lating stock values and cost of goods 
sold. The U.K. Royal Commission on 
the Taxation of Profits and Income re- 
commended that a variation of the 


LIFO method be permitted for tax pur- 
poses,® although the Commission seems 


to have been influenced by a Canadian 
Court decision'® which was_ subse- 
quently reversed by the Privy Council. 


In the U.S.A., LIFo has been recog- 
nised for tax purposes since 1938, and 
American companies extensively adopt 
accelerated depreciation and LIFO stock 
valuation techniques in order to write 
down disclosed profit figures.“ Aus- 
tralian companies are not generally 
permitted to use LIFO in the calcula- 
tion of taxable income, and probably 
as a consequence the method is not 
very well known. In Australia secret 
reserves are created by the less subtle 





8. See statements issued on behalf of the 
Society and the Association in The Ac- 
countant, 16 January 1954. 

Final Report, June, 1955. 

Anaconda American Brass Ltd. v. Minis- 
ter of National Revenue, [1952] 3 D.L.R. 
580. 

See Accounting Trends and Techniques 
in Published Corporate Annual Reports, 
an annual publication of the American 
Institute of Accountants. 
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methods that were described earlier. 
Whenever depreciation figures are not 
clearly disclosed, or stocks are re- 
corded on a basis other than cost (e.g., 
“at cost or below’) or undisclosed 
provisions for contingencies are in- 
cluded with other liabilities, it is a 
reasonable inference that profit figures 
and balance sheet values have been 
arbitrarily adjusted. Finally, it should 
be noted that the use of accelerated de- 
preciation techniques was encouraged 
in Australia during the post-war period 
by the initial depreciation allowances 
permitted for tax purposes until 1950- 
51. 


Disclosed allocations to reserves 


The third method of dealing with 
the inflation problem in accounting in- 
volves the disclosed allocation of pro- 
fits to reserves, either specific reserves 
(such as “fixed asset replacement re- 
serves’, “stock replacement reserves”, 
etc.) or general reserves. This may 
be regarded as the orthodox accounting 
approach, since it accords with the 
views of the Institute of Chartered 
Accountants in England and Wales and 
the American Institute of Accountants. 
This approach really means that the 
problem of rising price levels in rela- 
tion to accounts is not regarded as an 
accounting problem at all, but is treated 
instead as a financial problem. In 
other words, the provision of funds to 
meet the cost of replacing assets at 
higher prices is considered to be a mat- 
ter of financial policy, and not a prob- 
lem necessitating changed accounting 
procedures. This is clear from the fol- 
lowing recommendations of the English 
Institute: 

(a) Historical cost should continue to be 
the basis on which annual accounts should 
be prepared and, in consequence, the basis 
on which profits shown by such accounts are 
computed. 


(b) Any amount set aside out of profits 
in recognition of the effects which changes 
in the purchasing power of money have had 
. on the affairs of the business (including any 
amount to finance the increase in the cost of 
replacements, whether of fixed or current 
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assets) should be treated as a transfer to 
reserve and not as a charge in arriving at 
profits. If such a transfer is shown in the 
profit and loss account as a deduction in ar. 
riving at the balance for the year, that bal- 
ance should be described appropriately, singe 
it is not the whole of the profits. 

(c) In order to emphasise that as a matter 
of prudence the amount so set aside is for 
the time being, regarded by directors as not 
available for distribution, it should nor. 
mally be treated as a capital reserve.” 


The Institute also recommended, 
inter alia, that accountants should 
draw attention to the desirability of 
“setting amounts aside from profits to 
reserve in recognition of the effects 
which changes in the purchasing power 
of money have had upon the affairs of 
the business, particularly their effect on 
the amount of profit which, as a matter 
of policy, can prudently be regarded as 
available for distribution.” 


The allocation approach, like the 
secret reserve approach, may be car- 
ried into effect either haphazardly or 
in accordance with an objective assess- 
ment of the effects of inflation on the 
accounting statements. Usually, how- 
ever, the amounts transferred to re- 
serve seem to be arbitrarily deter- 
mined. This constitutes the greatest 
defect in the application of the tech- 
nique. Since the transfers to reserves 
are clearly disclosed in the accounting 
reports, on the other hand, the profit 
measurement process is not distorted 
as a result of the action taken. The 
allocation approach _ is _ therefore 
superior to the secret reserve approach. 


In Australia it has usually been the 
larger companies that have made ap 
propriations to special reserves, which 
have been given a variety of names 
such as “special depreciation reserves”; 
“reserves for replacement of fixed as 
sets”, “special stock reserves”, "stock 
replacement reserves”, and “stock re 
valuation reserves”. Many companies 
that made no allocations to specific re 
serves nevertheless indicated their re 





12. Recommendations on Accounting Pri 
ciples, XV (op. cit.). 
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cognition of the problem by increasing 
allocations to general reserves. 


AcTION TAKEN BY SOUTH AUSTRALIAN 
COMPANIES 

The first two questions of the question- 
naire (which is reproduced as Appen- 
dix A) were designed to ascertain the 
extent to which the three different ap- 
proaches distinguished above were in 
fact used by South Australian com- 
panies during the post-war inflation. 
The replies to Question 1 are sum- 
marised in Table 3. 





AcTiON TAKEN RY SOUTH AUSTRALIAN 
COMPANIES IN RESPONSE TO INFLATION 
No. of 
Companies 
1.Revaluation of fixed assets .. .. .. 7 
2.Creation of secret reserves 
(a) Initial depreciation allowances 
recorded in books of account 
(b) Accelerated depreciation 
(c) Capital expenditure written 
off against revenue .. .. .. 
(d) Stock written down below cost 
ol TE ee 
(e) Other undisclosed transfers . 
3,Allocations to disclosed reserves 
(a) Asset replacement reserves 
(b) Stock revaluation reserves 
(c) General reserves ae 


TABLE 3 





Of the seven companies which re- 
valued fixed assets during the period, 
only two subsequently increased their 
depreciation charges as a result of the 
revaluation. This approach was there- 
fore not very important as a response 
? the problem of accounting for infla- 
jon. 

Altogether fourteen companies 
claimed initial depreciation allowances 


for purposes of taxation, and of these 
nine companies included initial allow- 
ances with ordinary depreciation in 
their books of account and published 
reports. It is interesting to compare 
the initial allowances (claimed and re- 
corded) with total recorded deprecia- 
tion of plant and other capital equip- 
ment (including motor vehicles)—see 
Table 4. 


Companies which used the secret re- 
serves approach tended always to re- 
cord initial allowances in their books, 
but companies adopting the allocation 
approach sometimes recorded ordinary 
depreciation only. If initial allow- 
ances are excluded in this context, 
eleven separate companies created 
secret reserves in response to the in- 
flation, the main techniques used being 
accelerated depreciation, writing off 
capital expenditure, reduction in stock 
values below cost or market, and the 
creation of “special” undisclosed re- 
serves. 


Allocations to disclosed reserves 
were made by sixteen companies. Six 
companies, including four companies 
which made no transfers to general re- 
serves, established specific replacement 
reserves. Most of the companies which 
made disclosed transfers to general re- 
serves indicated that they were in- 
fluenced in so doing by the effects of 
inflation on their financial position. 


The replies to Question 2 in the 
questionnaire are summarised in Table 
5, which therefore provides an indica- 
tion of the quantitative importance of 
the different approaches. Disclosed 
profits (before tax) are also given as 
a basis of comparison. 





INITIAL DEPRECIATION ALLOWANCES IN RELATION TO TOTAL DEPRECIATION 
(£ thousands) 


1945-6 1946-7 1947-8 1948-9 


Initial allowances 
claimed .. .. .. 
Initial allowances 
meorded .. .. .. 16 27 14 
Total depreciation 
recorded .. .. . 


28 47 40 


128 163 


1949-50 1950-1 1951-2 1952-3 1953-4 


94 120 369 207 2 1 
93 77 2 1 


364 478 532 
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COMPANIES AND INFLATION in connexion with another aspect of 


The table is interesting principally the enquiry, and companies were asked 
for the light it throws on the relative to indicate when stocks were valued a 
importance of the secret reserve ap- cost and when they were valued at 
proach and the allocation approach. market value. The following companies 
The figures for the creation of secret valued some (or all) of their stocks at 
reserves must, however, be regarded as market values in the years under re 
incomplete. One company, which in- yjew: 
dicated that it had taken action to re- Year No. of 
duce stock values below cost or market, i Companies 
was not prepared to provide figures for eos ce te te ne os 
the amounts written off, and it is likely 1947-8 |. 
that some other companies, in replying 1948-9 .. 
to the questionnaire, did not reveal the 1949-50 


full extent of their secret reserves. gr i 


The main reason for the belief that 1952-3 .. 
the figures for secret reserves have 1953-4 .. + 
been understated, however, lies in the Some companies were forced to re- 
answers given to question 5 in the duce stocks below cost in order to clear 
questionnaire. This question was con- obsolete stocks or unsaleable lines, 
cerned with the basis of stock valuation Under conditions of inflation, however, 
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ADJUSTMENTS TO PROFITS AND ALLOCATIONS TO RESERVES BY TWENTY SOUTH AUSTRALIAN 
CoMPANIES 


(£ thousands) 
1945-6 1946-7 1947-8 1948-9 1949-50 1950-1 1951-2 1952-3 1958-5 


1. Disclosed profits be- 
9ore O06, «<0 426 504 731 876 1335 1856 1962 1892 2461 


2. Revaluation 
Higher deprecia- 
tion charges. re- 
sulting from de- 
preciation of fixed 
assets .. . oe 








3. Creation of secret 
Reserves 

(a) Initial allow- 
ances recorded in 
books of account . 
(b) Accelerated 

depreciation .. . 

(c) Capital ex- 
penditure written 
off against re- 
a 
(d) Stocks | writ- 
ten down below 
cost or market* .. 
(e) Other undis- 


closed transfers 25 


190 133 








4. Allocations to dis- 
closed reserves 
(a) Specific re- 
serves .. he ae a 
(b) General re- 
ae 66 
66 


*Excluding one company. 
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PROFITS, ADJUSTMENTS TO PROFITS, AND TRANSFERS TO RESERVES OF TWENTY SOUTH 
AUSTRALIAN COMPANIES 


(£ thousands) 


1945-6 1946-7 1947-8 1948-9 


Calculated profits 


(be- 
fore tax) - +» 466 561 762 


1951-2 1952-3 
2083 


1949-50 1950-1 1953-4 


967 1496 2055 2283 2599 





Deduct : 
Reduction in profits re- 
sulting from: 
Revaluation .. .. .. _ 
Creation of secret re- 
gerveS .. .. 81 





(be- 


Disclosed profits 
fore tax) .. 
Deduct : 
Allocations to disclosed 
reserves . ; a 


731 


202 


149 





Profits (before tax) re- 
garded as available for 


distribution . 529 


727 








TABLE 6 





it seems strange that such a large pro- 
portion of the companies found it 
necessary to reduce stock values below 
cost because of a fall in market values. 
It is probable that some of the amounts 
which were written off stocks to reduce 
values below cost to market values, 
were themselves in the nature of trans- 
fers to undisclosed reserves. 


Table 6 summarises the action taken 
by the twenty companies in relation to 
their calculated profits (before tax), 
and estimates as residuals the profits 
which companies themselves regarded 
as available for distribution. Calcu- 
lated profits (before tax) are in effect 
accounting profits calculated before 
any transfers are made to secret re- 
serves, etc. They represent disclosed 
profits plus the amounts written off as 
a result of action taken in accordance 
with the revaluation and secret reserve 
approaches. 


THEORETICAL STANDARDS OF REFERENCE 
AND RECOMMENDED PROCEDURES 


In order to judge the effectiveness of 
the action taken by the twenty com- 
panies, it is necessary to establish 
criteria indicating the action they should 
lave taken to eliminate the effects of 
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inflation from their accounts. Such a 
theoretical framework has been de- 
scribed elsewhere.* In essence it in- 
volves the ascertainment of the current 
cost of the two major items of cost 
conventionally valued in prices of past 
periods, namely, depreciation and the 
opening stock element in cost of goods 
sold. The differences between his- 
torical cost and current cost represent 
the amounts that should be transferred 
from profits to reserves, in order to 
provide for rising replacement costs 
of stocks and fixed assets. 


The suggested procedure is similar 
to the allocation approach described 
above, but involves objective measure- 
ment of the amounts to be allocated to 
reserves in place of the arbitrary de- 
cisions which usually form the basis of 
action. Moreover, it is necessary that 
the proposed technique be applied as 
a normal accounting procedure and not 
as a matter of financial policy. The 
size of the allocation may be deter- 
mined as follows: 

(a) Opening stocks should be re- 

valued at closing prices, and the 
difference between the figure so 





3. “The Effect of Inflation on Company Pro- 
fits and Financial Structures” (op. cit.) 
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obtained and the original value 
of opening stocks may be taken 
as the stock appreciation which 
has occurred during the period. 
The stock appreciation measures 
that part of the change in stock 
values due to inflation, and re- 
presents the amount that should 
be transferred to the stock re- 
placement reserve. 

By means of an appropriate 
price index, the approximate 
rise in replacement cost of each 
fixed asset (since it was first in- 
stalled) should be applied to the 
historical cost depreciation of 
that asset, in order to ascertain 
the amount that should be trans- 
ferred from the appropriation 
account to the fixed asset re- 
placement reserve. 


The last three questions in the ques. 
tionnaire were designed to provide the 
information necessary to enable these 
calculations to be carried out for the 
twenty companies. The replies received 
to these questions are not reproduced 
here, since they were required for 
working purposes only. 


The stock appreciation adjustment 


The size of the stock appreciation 
adjustment for the twenty companies 
has been measured roughly by apply- 
ing the Commonwealth Statistician’s 
Wholesale Price (Basic Materials and 
Foodstuffs) Index to figures for open- 
ing stocks recorded on the basis of 
“cost or market” values (amounts 
written off stocks as a result of the 
secret reserve approach having been 
added back). June quarter figures 
have been used on the assumption of a 





Stock APPRECIATION OF TWENTY 
Opening Stocks 
t 


Index Current June Qtr. 
Index Preceding 





100 


100 
103 


— 1732 


100 
117 


103 
131 


117 
156 


131 


a 
Original Cost 
June Qtr. £000 


1435 


SouTtH AUSTRALIAN COMPANIES 
Opening Stocks Stock 

at or 
Current Cost cy 
£'000 


1435 
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Stock CHANGES OF TWENTY SOUTH AUSTRALIAN COMPANIES 


Increase in 
Stock Values 
£000 
302 
680 
788 
71 
725 
963 
8840 
177 
1322 


Physical Increase 
in Stocks 
(in Current Prices) 


£000 
302 
628 
460 
—336 
38 
39 
2881 
12 
1486 


Stock 
Appreciation 


£000 
52 
328 
407 
687 
924 
959 
165 
—164 


TABLE 8 





three month turnover period. The cal- 
culations are set out in Table 7. 


Since the stock appreciation repre- 
sents the change in stock values due to 
increased cost of replacement, it is 
possible to estimate the physical ac- 
cumulation of stocks in any year (in 
current prices) simply by deducting 
the stock appreciation from the total 
change in stock values. This is done 
in Table 8, where the figures for the 
total change in stock values are derived 
from Table 1 figures, adjusted for 
amounts written off to secret reserves. 


The depreciation adjustment 


The procedure necessary to deter- 
mine the size of the depreciation ad- 
justment has been fully described else- 
where.* Briefly, it involves the re- 
moval of initial allowances from re- 
corded depreciation, in order to obtain 
ameasure of depreciation based on his- 
torical cost; and the estimating of cur- 
rent cost depreciation by reference to 
the relationship between fixed assets 
valued at current prices and fixed as- 
sets valued at their original cost. The 
price index used was a combination 
(weights 50:50) of an index of domes- 
te machinery prices constructed by 
Dr. S. P. Stevens, and the Common- 
wealth Bank Import Price Index for 
\. “The Effect of Inflation on Company Pro- 
_ fits and Financial Structures”, (op. cit.). 
\. “An Index of Australian Manufacturing 
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Metals and Machinery (including 
vehicles). The calculation of the de- 
preciation adjustment was confined to 
the price increase since 1944-5, and re- 
lated only to plant and fixed capital 
equipment (including vehicles). The 
figures for the depreciation adjustment 
are recorded in Table 9. 


Profits theoretically available for dis- 
tribution 


The stock appreciation adjustment 
and the depreciation adjustment, re- 
presenting as they do the amounts that 
should have been transferred to re- 
serve to provide for rising replacement 
costs, may then be deducted from cal- 
culated profits (before tax) in order 
to obtain a measure of profits theoretic- 
ally available for distribution (before 
tax). This is done in Table 10, which 
also relates dividends and taxes pay- 
able to profits available in order to 
estimate the adjusted savings of com- 
panies. 


It will be seen that, in the period 
1947-8 to 1951-2 when the inflation was 
particularly severe, the twenty com- 
panies paid out larger amounts in divi- 
dends and taxes than were theoretically 
available for distribution. It is no co- 
incidence that this was the period when 





Production”, Paper presented to Section 
G of the Australian and New Zealand 
Association for of 
Science, 1954. 


the Advancement 
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————— 


DEPRECIATION OF PLANT AND FIXED CAPITAL EQUIPMENT OF TWENTY SOUTH AUSTRALIAN 
COMPANIES 


(£ thousands) 


Ordinary 
Depreciation 
(Historical 

Cost) 


112 
136 

99 
149 
190 
271 
401 
389 
532 

TABLE 9 





Ordinary 
Depreciation 
(Current 
Cost) 
112 
143 
117 
182 
240 
370 
599 
528 
700 


Total 
Recorded 
Depreciation 
128 
163 
113 
218 
259 
364 
478 
391 
533 


Depreciation 


Initial 
Adjustment 


Year Allowances 


16 
27 
14 
69 
69 
93 
77 


1945-6 
1946-7 
1947-8 
1948-9 
1949-50 
1950-1 
1951-2 
1952-3 
1953-4 








ADJUSTED PROFITS OF TWENTY SOUTH AUSTRALIAN COMPANIES 
(£ thousands) 


1945-6 1946-7 1947-8 1948-9 1949-50 1950-1 





1951-2 1952-3 1953-4 


Calculated profits (before 
nn is ea “me Jere 

Deduct 

Stock appreciation 
DE o< ox £2 0s 

Depreciation adjustment 

Profits available for dis- 
tribution (before tax) 

Deduct 

Dividends and taxes pay- 
Seen Vase ay ; 


466 5 762 967 1496 2055 2283 2083 2509 





ad- 
—164 


168 


165 
139 


959 
198 


924 
99 


687 
50 


828 407 
18 33 





416 527 759 1032 1126 1779 259 


545 616 907 1244 1329 1284 





Adjusted savings of com- 
Se oil. i B62 .48Us 


—129 —89 —148 —212 —203 





TABLE 10 





financial stringency was most acute 


(see Table 1). 


Appraisal of the action taken 


We can test the adequacy of the ac- 
tion taken by companies in response to 
the inflation by comparing profits 
available for distribution (as computed 
in Table 10) with profits regarded as 
available by the companies themselves 
(as estimated in Table 6). Table 11 
makes a more direct comparison of the 
action actually taken by companies and 
the action that theoretically ought to 
have been taken. 
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Conclusion 

It should not be necessary to stress 
the limitations of the procedures us 
as a basis for making the foregoing 
comparisons. Nevertheless, it is cleat 
beyond all reasonable doubt that the 
combined techniques employed by the 
twenty South Australian companié 
were insufficient to counteract the é- 
fects of inflation on their fina 
structures. Between 1947-8 and 195! 
2 dividends and taxes paid exc 
the profits theoretically available for 
distribution. Profits ploughed 
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TRANSPORT AGENCY 


493 FLINDERS STREET, 


YOUNGS will speedily and safely deliver your merchan- 


dise to places near and far. YOUNGS are specialists MELBOURN E. 
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Accountants STOCK AND SHARE BROKERS 


in the 
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degree in Commerce or Economics or 
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@ REAL OPPORTUNITY for promotion, 
free medical and dental treatment, three 
weeks annual vacation. Generous pen- 
sion scheme. 














Call or write for details (and it 
does not commit you in any way) 
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WORMALD BROTHERS INDUSTRIES 


The perfect 
answer fo many 
a storage problem 

















SLIDING DOOR CUPBOARDS 











For any type of storage, and especially two adjustable shelves and doors which 

where floor space is somewhat limited, slide silently and smoothly on rubber 

specify the Steelbilt Sliding-door Cupboard. wheels—a unique space-saving fixture. It 

This attractive “below-sill” unit (5’ wide, is finished in Steelbilt Grey, Steelbilt Tan 

3’ 3” high, 15” clear depth) is fitted with or Steelbilt Green enamel—will blend with 
any colour scheme. Write or ‘phone us for 
full details. 


7 
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Nee 5 ne 
> 
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(QOMPANIES AND INFLATION 





—_—— 


ProriT ADJUSTMENTS AND TRANSFERS TO RESERVES OF TWENTY SOUTH 


AUSTRALIAN 


(£ thousands) 


1945-6 1946-7 1947-8 1948-9 1949-50 1950-1 


1, Actual 
Action taken by way of: 
(a) Adjustments due to 

revaluation .. .. .. — jane 
(b) Creation of secret 

a a a 57 
(ec) Allocation to dis- 

closed reserves . .. 66 73 





Total 106 





9, Theoretical 

Transfers to reserves re- 

quired because of: 

(a) Stock appreciation 
adjustment .. .. .. 

(b) Depreciation adjust- 
ne o¢ be we We- ee 18 


328 


407 
33 





Total 346 


440 





TABLE 11 





into reserves, even when combined 
with substantial new capital raisings, 
were therefore insufficient to finance the 
increased replacement costs of stocks 
and fixed assets. As a result the 
twenty companies were forced to rely 
heavily on short-term borrowed funds. 
The reversal of the inflationary trend 
in 1952-3 financially embarrassed most 
of the companies concerned in this en- 


quiry, but the recession was mild 
enough and sufficiently short-lived to 
enable them to survive. It would be 
hazardous, however, to rely on a re- 
petition of this good fortune if prices 
should fall again. Unless steps are 
taken to build up reserves to offset the 
financial effects of inflation, widespread 
business failure is likely to accompany 
the next recession in economic activity. 


COMPANIES 


1951-2 1952-3 1958-4 


APPENDIX A 
QUESTIONNAIRE ON THE EFFECTS OF INFLATION ON COMPANY FINANCES 


1, What action, if any, has been taken between 1945-46 and 1953-54 to 
counteract the effects of inflation on the company’s finances? 
Please indicate by ticking in the relevant space(s) : 

(a) Revaluation of fixed assets ( 
(6) Initial depreciation allowances: 
(i) claimed for taxation purposes ( 
(ii) recorded .in the company’s books of account ( 
(c) Transfers to specific reserves from Appropriation 
Account, e.g., 
(i) asset replacement reserves 

(ii) stock revaluation reserves 

Transfers to general reserves from Appropriation 

Account 

(e) Other adjustments to profits not specified in 

Appropriation Account, e.g., 

(i) accelerated depreciation 

(ii) capital expenditure written off against revenue 
(iii) writing down of stocks below cost or market 

(f) Other action, e.g., excessive transfers to tax and 

other provisions 


(d) 
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2. What adjustments, if any, have been made to profits as a result of 
action taken in accordance with Question 1? 


Please give approximate figures for each year since 1945-6: 
Balancing date falling within period 
3 


(a) 


(6) 


3. 


Increased depreciation charges 
resulting from revaluation of 
fixed assets (if any) 
Amount of initial depreciation 
allowances: 
(i) claimed for tax purposes 
(ii) recorded in books of ac- 
count 
Transfers to specific reserves 
from Appropriation Account 
Transfers to general reserves 
from Appropriation Account 
Other adjustments _ resulting 
from 
(i) 
(ii) 


(iii) 
(iv) 


accelerated depreciation 
capital expenditure writ- 
ten off 

reduction in stock values 
below cost or market 
other adjustments (please 
specify) 


What 
1945-6? 


1945-6 


£ 


1946-7 


£ £ 


changes have occurred in book values of fixed assets since 


Please give figures for following items, indicating whether 


opening and closing values and disposals of fixed assets are recorded 
in terms of cost or depreciated values: 


Balancing date falling within period 


(a) Land and Buildings 
Opening value (at cost or 
depreciated value) 
Acquisitions during year 
(at cost) 

Disposals during year (at 
cost or depreciated value) 
Depreciation charged dur- 
ing year 

Closing value (at cost or 
depreciated value) 


Plant and other Capital 
Equipment (including 
motor vehicles) 

Opening value (at cost or 
depreciated value) 
Acquisitions (at cost) 


1945-6 


£ 


1946-7 
£ 


1953-4 
£ 
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Balancing date falling within period 
1945-6 1946-7 953 
£ £ £ 
Disposals (at cost or de- 
preciated value) 
Depreciation 
Closing value (at cost or 
depreciated value) 











4. What adjustments have been made to closing stocks and work in 
progress to reduce values below cost to market values, in accordance 
with the cost or market rule? Please show basis of stock valuation: 

1945-6 1946-7 1953-4 

(a) Please tick years in which 
all stocks valued at cost: 

(b) Please tick years in which 
some (or all) stocks valued 
at market values: 

(c) Please give approximate 
amounts by which stocks 
were reduced below cost to 
market value in each year 
listed in 4 (b) above: 


5. What effects have price level changes had on replacement costs of 
fixed assets and stocks? Please indicate (if possible) approximate 
changes in: 

(a) replacement costs of representative fixed assets since 1945-46: 
(6) replacement costs of representative stock lines each year, or at 
intervals, since 1945-46. 
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NEWS AND NOTES 











Australian Society of Accountants 


ADDITIONS TO CENTRAL LIBRARY, MELBOURNE 


Accountancy 

Accountants’ handbook, 4th ed. 1956: 
R. Wixon ed. 

Accounting series releases, 1-77 inc., 
1956: United States. Securities and 
and Exchange Commission. 

Analysis and interpretation of financial 
and operating statements, 2nd ed. 
1956: Sir A. Fitzgerald. 

The classification and coding af ac- 
counts, 1956: J. M. S. Risk. 

Multiple shop companies, 3rd ed. 1956: 
V. G. Winslett. 

The principles of modern bookkeeping, 
3rd ed. 1956: W. R. Hamilton. 

Public accounting practice and account- 
ing education, 1955: D. F. Perry. 

Railroad accounting and_ statistics, 
1955: E. H. Bunnell. 

Studies in the history of accounting, 
1956: A. C. Littleton and B. S. 
Yamey. 

Wage accounting by electronic com- 
puter, 1956: Great Britain. National 
Physical Laboratory. 


Costing 

Cost finding, 1956: Federation of Mas- 
ter Printers of New Zealand. 

Cost reduction, 1956: Institute of Cost 
and Works Accountants. 


Auditing 

Auditing, 1957: R. A. Irish. 

Case studies in auditing procedure. 
No. 11 A hospital, 1956: American 
Institute of Accountants. 

Principles of auditing, 1955: A. W. 
Johnson. 
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Business organisation and management 

Applying records schedules, 1956: 
United States. Records Management 
Division, 

Controlling underfill and overfill in 
packaging equipment, 1956: Ameri. 
can Management Association. 

Education and training in the field of 
management, 3rd ed. 1956: British 
Institute of Management. 

Industrial storeskeeping manual, 1956: 
B. Melnitsky. 

Invoicing methods, 1956: British Insti. 
tute of Management. 

The management guide, 2nd ed. 1958: 
Standard Oil Company of California 

Office work and automation, 1956: 7 
S. Levin. 

Operations research: a basic approach, 
1956: American Management Ass 
ciation. 

Principles and practice of industrial 
and commercial organisation in Au 
tralia, 1957: E. H. Jones. 

Recruiting and selecting office employ- 
ees, 1956: M. M. Mandell. 


Business finance and investment 

Financial planning in industry, 1956 
H. O. Goldschmidt. 

Making money on the stock exchange 
1955: C. Gifford and J. A. Stevens 


A simple guide to shareholding ani 
company accounts, 1956: J. W 


Statistics 


Applied general _ statistics, ond a 
1955: F. E. Croxton and D. J. Gor 
den. 
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NEWS AND NOTES 


VICTORIAN DIVISION 


Public lecture 


A public 'ecture was held at the As- 
sembly Hall on 7th February, at which 
Professor Robert R. Dixon, M.B.A.. 
Ph.D., C.P.A., Professor of Accounting, 
University of Michigan, U.S.A., intro- 
duced the subject matter which he was 
to cover in the series of lectures to be 
delivered in February/March of this 
year. 

Professor Dixon, an eminent author- 
ity on accounting, is visiting Australia 
under the joint sponsorship of the Aus- 
tralian Society of Accountants and its 
affiliated body, the Australasian Insti- 
tute of Cost Accountants, with the 
financial assistance of the Industrial 
Finance Department of the Common- 
wealth Bank of Australia. 


The subjects Professor Dixon has 

dealt with are Budgetary Control, 
Standard Costs, Internal Control, 
Financial Reports, and Accounting and 
Control Techniques for the Small 
Business. 


February luncheon 


Professor R. L. Dixon, University of 
Michigan, U.S.A., was the speaker at 
the February luncheon meeting, his 
subject being America Today. In a 
most interesting and entertaining talk 
Professor Dixon spoke on current de- 
velopments of importance in the United 
States. He found great similarity in 
general between the people of the 
United States and Australia and pre- 
dicted that increasing numbers of 
people from his country would visit 
Australia. 


Family circle 


The subject for the meeting held on 
the 18th February was Costing for Ex- 
port Pricing, the speaker being Dr. H. 
F. Craig who presented a case study of 
an Australian manufacturer in the 
metal products industry. 


As a result of the current drive for 
¢ development of the Australian ex- 
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port trade, and consequent strengthen- 
ing of the overseas balance of pay- 
ments, this subject is of considerable 
national interest. Individual manufac- 
turers who have idle capacity available 
will derive benefits in the form of 
stabilising demand by diversifying 
their markets, Dr. Craig said. In many 
cases the competitive price in the over- 
seas market is lower than that cur- 
rently ruling on the Australian domes- 
tic market, but where production can 
be expanded, and a greater use made 
of existing facilities, differential cost 
analysis may show that entry into the 
export market can be a profitable enter- 
prise. 


Dr. Craig’s presentation of the case 
was followed by lively discussion, and 
those attending derived considerable 
benefit from the views expressed. 


NEW SOUTH WALES DIVISION 


Canberra branch 

On Wednesday, 14 November 1956, 
Mr. L. K. Burgess of the Common- 
wealth Treasury addressed a_ well- 


attended meeting on Organisation and 
Methods in the United Kingdom Civil 
Service. Mr. Burgess is well qualified 
to speak on this subject, having been 
attached for two years to the Organisa- 
tion and Methods Section of the 
United Kingdom Treasury. 


The Branch Secretary, Mr. J. C. 
Olsson, informed the meeting that a 
Canberra student, Mr. Noel Blewitt, 
had gained the Clarence Linden Prize 
for the highest pass in the Cost Ac- 
counting section of Advanced Account- 
ing. 

The Branch Chairman, Mr. R. C. 
West, congratulated Mr. J. A. Lang, a 
Branch Councillor, on his promotion to 
the position of Senior Administrative 
Officer, Department of Health, Darwin, 
and expressed the hope that Mr. Lang 
would soon return to Canberra and re- 
sume his activities as an enthusiastic 
and valued member of the Canberra 
Branch. 





NEWS AND NOTES 


Personal 


Mr. N. R. Bennett, A.A.S.A., has 
been appointed Secretary of Hansen 
Consolidated Industries Limited and its 
seven subsidiary companies. 


Mr. J. G. G. Lee, A.A.S.A., is now in 
practice at Room 9, Court House 
Chambers, 15 Belmore Street, Burwood. 
He was previously at Council Cham- 
bers, Conder Street, Burwood. 


QUEENSLAND DIVISION 


Library 
The following books have been re- 

cently added to the libraries of this 

Division: 

The Modern Approach to Internal 
Auditing (1955): Association of Cer- 
tified & Corporate Accountants. 

Data Processing by Electronics (1955): 
Haskins & Sells. 

Standard Costing (1956): Institute of 
Chartered Accountants in England 
and Wales. 

The Scope for Electronic Computers in 
the Office (1955) : Office Management 
Association. 

Management Accounting (1953): L. V. 
Wheeler. 

The Function and Design of Company 
Annual Reports (1955): R. J. Cham- 
bers. 

Australian Accountancy Progress 
(1955): A. Fitzgerald & K. C. Keown 
(Eds.). 

Limited Liability Companies in Aus- 
tralia (1956): R. K. Yorston. 


SOUTH AUSTRALIAN DIVISION 


Ordinary general meeting 

The Ordinary General Meeting of the 
Division was held at the Myer Apollo 
Dining Hall on Friday, 29 March, 1957. 
A smoke social followed the business 
part of the meeting. 
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Weekend convention 


Arrangements are well in hand fo 
the convention to be held at Victor Hay. 
bour from 31 May to 2 June 1957. 


The programme for the Convention 
will be as follows: 


Friday Evening: Dinner followed by 
light evening entertainment consist. 
ing of films. 


Saturday Morning: First technical ge. 
sion, Simplification of Office Record. 
ing and Procedures. 


Saturday Afternoon: Golf and, if 
sufficient members are _ interested, 
arrangements will be made for 4 
boat trip from Goolwa to Murray 
Mouth. 


Saturday Evening: Domestic session. 


Sunday Morning: Second technica 
session, Internal Auditing. 


The Activities Committee is a 
present arranging speakers and com- 
mentators for the technical session, # 
and it is felt that a programme of con- 
siderable interest will ensue. 


Personal 


Mr. John Jennings, A.A.S.A., ha 
been appointed Chief Manager for New 
South Wales of the E.S. & A. Bank 
Limited and will take up this appoint 
ment on 1 November, 1957. Before 
taking up this position, Mr. Jennings 
will leave Adelaide shortly to join the 
Bank’s head office staff, Melbourne, 
Acting Assistant to the Gener 
Manager. 


Mr. A. D. Simpson, A.A.S.A., has 
been appointed Acting Assistant 
Manager of the ES. & A. Ban 
Limited, Adelaide. 


Mr. S. K. Young, A.A.S.A., has left 
Adelaide for an extended tour oversea. 


Mr. L. H. Duncan, F.A.S.A,, a mel 
ber of the South Australian Division 
Council, has been appointed Secretary 
of the Taxpayers’ Association of South 
Australia. 
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XEWS AND NOTES 
WESTERN AUSTRALIAN DIVISION 


Mr. R. H. Egan, A.A.S.A., has been 
appointed full-time State Registrar and 
hag taken up his duties in the new 
offices of the Society, located in Eagle 
Star Building, 260 St. George’s Terrace, 
Perth. The offices and library are open 
from 9 a.m. to 5 p.m., Monday to Fri- 
day inclusive. 

The first meeting of the Divisional 


Council in the new Board Room was 
held on Thursday, 31st January, 1957. 


Personal 


Mr. N. E. Kennedy, A.A.S.A., has re- 
cently been appointed to the new posi- 
tion of Unfair Trading Control Com- 
missioner, and Mr. R. L. Hutchison, 
A.AS.A., has been appointed Admini- 
strator of the King Edward Memorial 
Hospital. 





PROFESSIONAL 
NOTICES 


Rate per line 5/-; minimum per insertion 


ADELAIDE ASSOCIATE in practice re- 
quires urgently room(s) central city, self 
and clerk would consider sharing with another 
accountant but without view partnership. 
Reply No. 17 Australian Society of Account- 
ants, Grenfell Street, Adelaide. 


EXPANDING PRACTICE, rich Northern 
Sugar Town for sale. Gross £2,750 and in- 
creasing. Established only three years. Full 
details available State Registrar, Queensland, 
or P.O. Box 82, Gordonvale. 


FOR SALE. Owing to changed Accounting 
methods, the following machines are available 
for sale: 

Elliott-Fisher Invoicing Machines—(2) Elec- 

tric Models. 

Underwood Sundstrand Accounting Machines 

(3) “B” Class, Electric Models. 

Phone Mr. K. Bruce, MJ 2211 (Melb.). 


ADVANCED STUDENT with extensive 
knowledge of Auditing and Taxation desires 
to build up a full time occupation in carrying 
out casual work at hourly rates by assisting 

ractitioners. Replies to “Hourly,” c/o 
State Registrar, South Australian Division, 22 
Grenfell Street, Adelaide. 


ASSOCIATE interested in entering into a 
Practice with possibility of partnership. Capi- 
al available. Reply to Box 437, c/o Austra- 

Society of Accountants, 37 Queen Street, 
Melbourne, C.1. 
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15/-. 


ASSOCIATE, 24, married, requires respons- 
ible position with industrial concern. Two 
years’ experience as accountant of Public 
Company, in manufacturing field. References 
available. At present studying for Chartered 
Institute of Secretaries. Reply to Box 438, 
c/o Australian Society of Accountants, 37 
Queen Street, Melbourne, C.1. 


PURCHASE—Expanding Chartered Accoun- 
tants prepared to extend further, will purchase 
clientele (large or small) of members of the 
Society. Enquiries will be treated as con- 
fidential. Box 1768Q, G.P.O., Melbourne. 


ACCOUNTANT with knowledge of trans- 
port and motor trade for position under super- 
vision of Chartered Accountant. Absorbing 
work for person with initiative and interest 
in statistics. Reply Box 439, c/o Australian 
Society of Accountants, 37 Queen Street, Mel- 
bourne. 


ACCOUNTANCY PRACTICE FOR SALE. 
Growing practice in Melbourne suburb with 
fees to £4,000, for sale as a whole or in 
part. New, well-fitted offices. Period of 
ougmepunant as preliminary if required. Reply 
to Box 440, c/o Australian Soeiety of Account- 
ants, 37 Queen Street, Melbourne, C.1. 


FOR SALE OR RENTAL. New desk elec- 
tric bookkeeping machine, National 17 E.N. 
model. ’Phone Melbourne, BX 5402. 
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PROFESSIONAL NOTICES 


INSURANCE. An established firm of 
registered insurance brokers, desirous of ex- 
tending their field of operations, would be in- 
terested in the purchase of insurance accounts 
from Melbourne Accountants who are desirous 
of retiring from this field. 

For full particulars apply to “Insurance 
Brokers,” c/o this Journal. 


CHARTERED ACCOUNTANT with central 
Sydney office and well trained staff, seeks as- 
sociation with local or interstate practitioner 
on an agency basis. Replies to Box 3697, 
G.P.O., Sydney. 


SENIOR CLERK. Required for our Laun- 
ceston office. The position will be a perma- 
nent one with excellent salary and offers ample 
scope for advancement. Enquiries to Layh, 
Hart, Room & Hyland, Chartered Accountants 
(Aust.), P.O. Box 411, Launceston, Tasmania. 
Telephone B 1541, 


FOR SALE, Calculating Machine, “Mar- 
chant” Electric. Good condition. Recently 
overhauled. £135. Telephone H. M. Leggo 
& Co. Ltd. Mr. Stuart, XF 1266. 


PRACTICE OR PARTNERSHIP SOUGHT. 


Two experienced young accountants are de- 
sirous of purchasing a practice, or alterna- 
tively being admitted as partners to a grow- 
ing practice in either city or country areas 
of Victoria or South Australia. 

Replies with full details to No. 442, c/o 
Australian Society of Accountants, 37 Queen 
Street, Melbourne. 


FOR SALE. TAXATION CONSULTANT, 
PRACTICE, Parramatta, expanding business 
established 18 months. Principal recently 
deceased. Offices main area. YL 8239, 
YL 9837. 


ASSOCIATE—Well experienced income tay, 
investigations, etc., desires Senior Position, 
possibility partnership or purchase practice, 

Please address replies to No. 232, Australian 
Society of Accountants, 5 Bligh Street, Syq. 
ney. 


PROFESSIONAL ROOMS TO LET. § 
Balaclava shoping centre. Natural lighting 
Further details ring Melbourne, LB 2962, 


CHARTERED ACCOUNTANT. Melbourn 
Firm requires the services of a qualified mem. 
ber of the Institute of Chartered Accountants 
—25-30 age group—experienced in taxation, 
secretarial and general audit work and capable 
of handling clients—with a view to partner. 
ship in firm if satisfactory. 

Reply by letter to “Accountant” c/o P. H 
Kearney, Solicitor, 116 Queen Street, Mel- 
bourne. 


ACCOUNTANCY PRACTICE: Member de 
sires to purchase practice established in Bris- 
bane, gross fees £2,000 to £2,500 per annum. 
Reply “Accountant,” Box 1607V, G.P.0, 
Brisbane. 


POSITION WANTED. Advanced Account 
ancy Student, age 23, requires Commercial 
Position. Two years’ experience Public 
Accountant. Replies to “Commercial” ¢/o 
State Registrar, S.A. Division, 22 Grenfell 
Street, Adelaide. 


FOR SALE. We have for sale the follow. 
ing surplus office machinery. These have had 
little use and are for sale at bargain prices. 
No reasonable offer will be refused. 

(1) Peerless Electric Calculator. 

(1) Underwood Invoicing Machine for use 

with continuous stationery. 

Contact — Accountant, Box 1151, G.P.0, 
Sydney, or ’nhone WB 2081. 





CORRECTION: Our 


readers’ 


attention is 


drawn to an error in the article “Statistical 
Sampling for Auditors” (by F. K. Wright), 
which appeared in the February issue. The 
word “purchaser’s”, i.e. the last word in the 
third paragraph of the second column on 
page 73, should read “vendor’s”. 
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Completely Modern 


AUDITING 


y 


RONALD A. IRISH, F.C.A. (Aust.) 
Chartered Accountant (Aust.) 


Author of: Practical Auditing 
Auditing Theory and Practice 
Auditing for Students 


Assisted by 
P. L. CROSTHWAITE, F.C.A. (Aust.) 
F. R. FIRTH, F.C.A. (Aust.) 
P, T. GILBERT, F.C.A. (Aust.) 


CONTENTS 


Introduction to Auditing. 
The Auditor. 
The Conduct of an Audit. 
Internal Control. 
The Audit of Cash Transactions. 
The Audit of Sales and Purchases. 
Vouching the Journal. 
Checking the Ledgers. 
The Revenue Accounts and Balance 
Sheet. 
. A Basic Audit Programme. 
. Audits of Companies. 
. The Evolution of Auditing Practice. 
. The Audit of Mechanized Accounts. 
. Audit Programmes. 
. Depreciation. 
. Reserves and Provisions, 
. Profits Available for Dividend. 
. The Rights, Duties and Liabilities of 
Auditors. 
. Investigations. 
. The Interpretation of Financial State- 
ments. 
Reports. 
Share Valuations. 
— Valuation of Business and Good- 
will. 
» An Outline of Business Finance. 
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The most comprehensive treatise on 

modern auditing practice and allied 

subjects, including internal control, in- 

vestigations, valuations and interpreta- 

tion of financial statements, yet pub- 
lished in Australia. 











Auditing is a practical art with all the 
elements of craftsmanship about it. Much 
depends on the skill, knowledge and experi- 
ence of the individual, but like all crafts there 
are fundamental principles which do not 
alter. Nevertheless, it is not a static art 
and it is necessary to remember that audit 
techniques are subject to constant advance 
and change. 


It is impossible to escape the marked de- 
velopments in standards and procedures in 
Australia during recent years and for that 
one reason, if no other, it has become neces- 
sary to produce a substantially new work 
to embody a great deal of new material. 


Modern auditing techniques are vastly 
different from those of 20 years ago. The 
changes in practice are surveyed fully and 
this volume contains an extensive review of 
such subjects as stock verification, the real 
significance of testing procedures, the evalua- 
tion of internal control and the use of audit 
questionnaires and working papers, with 
suitable examples. Other important chapters 
deal with mechanized accounts, investigations, 
valuations of shares and businesses, and 
special features in audit programmes for 
many different undertakings. 


Recent legal decisions of importance in 
auditing, valuations, and accounting prin- 
ciples have been brought in and judgments 
are quoted more fully than previously. It 
cannot be denied that reading them gives a 
better appreciation of the law on matters 
affecting the profession. Practising public 
accountants will find them useful and con- 
venient references from time to time. 


The objective has been to give an adequate 
coverage of all those matters which are part 
of or related to professional auditing prac- 
tice. 


Price £2’5’- 
(postage 1/3) 


THE LAW BOOK CO. OF AUSTRALASIA PTY. LTD. 


140 PHILLIP STREET 
SYDNEY 
BW 8041 


———— 


425 LITTLE COLLINS ST. 
MELBOURNE 
MU 7888 


21 ADELAIDE STREET 
BRISBANE 
B 8882 
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“I didn’t realise that such a safe and 
convenient service could be so economical!” 


So many of our clients have told us this, that we would like to 
have the opportunity of explaining to you the 


MAYNE NICKLESS 


PAYROLL DELIVERY AND BANK 
DEPOSIT SERVICE 


You, and your staff, will welcome the freedom from all risks 

of violence and injury. You will be surprised and pleased at 

the moderate cost, which includes full insurance until wages 
are paid. 


Please ring us for one of our representatives to call at your 
convenience. 


MAYNE NICKLESS 


LIMITED 


“For Every Transport Need” 


80-138 York Street, South Melbourne. 
Telephone: MXY180 (55 lines) 


572 King Street, 62 Blackall Street, 68 Cordellia Street, 

Newtown, Sydney, Broadmeadow, South Brisbane, 

LA 2402 (15 lines). Newcastle, J1201 (3 lines) 
Hamilton 694. 


64 Hughes Street, 264 Latrobe Terrace, Morwell and 
Mile End, Adelaide, Geelong. Broken Hill. 
LU 7312 (2 lines). Geelong 4454. 
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Yesterday a successful man 


TO-DAY 
RUINED! 


When fire strikes will you be ready ? 


Fire can strike a disastrous blow at any business by 
destroying vital records. Insurance cannot cover all 
that fire destroys . . . records are irreplaceable. Imagine 
the confusion, annoyance and hopeless disorganisation 
which the loss of correspondence, sales records, credit 
records, quotations, etc., would cause. Can you say that 
your records are adequately protected? 

Far too many businesses entrust their most vital records 
to ordinary steel filing equipment, equipment which gives 
little or no protection to its contents. 


ONLY CHUBB FIRE-RESISTING FILES CAN PREVENT 
THE DISASTER OF VITAL RECORDS DESTROYED! 


Try this one-minute fire test! 


Open the top drawer of your existing filing equipment 
and place a lighted match inside the cabinet and about 
an inch from the top. Place the other hand on top of 
the cabinet and feel the heat that immediately penetrates. 
You can see how ordinary filing equipment gives no 
protection to your vital records. CHUBB fire-resisting 
files give protection because they are proved in tests to 
protect their contents under the most intense fire con- 
ditions. You owe it to yourself to get all the facts. 








SEND THIS COUPON TO-DAY 
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Please send us full details of Chubb Record 
Protection Equipment. 


See the Solid, fire- : 


resisting insulation throughout 
inthe cut-away illustration above. 





CHUBB’S Australian Co. Lid. 


"4 CLARENCE STREET, SYDNEY, NEW SOUTH WALES 
“0 COLLINS STREET, MELBOURNE, VICTORIA 
44/6 QUEEN STREET, BRISBANE, QUEENSLAND 
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306 Little Collins St., Melbour 
(Entrance in the Causeway) 
Beit ACCOUNTANTS AND SECRETARE 
Bia ey PROFESSIONAL OFFICERS’ _ 
5 Zu el ASSOCIATION OF NEW SOUT 
WS Gy WALES 
jj This Association has been formed” 
represent the industrial interests 

iMisy professional Accountant-Secretary 
ty | ployed in Commerce and Industry. 

Qualified personnel who are memt 

. Aus Soci f A ' 

Wes See : ge 
holds twelve copies of the journal. retaries. esieen* SS sae : 
Price 25s., post-free in Australia. Enquiries should be addressed te:— 
ACCOUNTANTS PUBLISHING CO. LTD. The Secretary, 
399/401 Pitt Street, Sydney. 
37 Queen Street, Melbourne ask Guan 
(When ordering. please specify year required) 
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